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ABSTRACT 
Securities market in India has witnessed tremendous growth during 
the last fifteen years in terms of number of companies, capitalisation, increase 
in number of investors, stock exchanges, turn over, and mutual funds etc. The 
economic liberalisation and various reforms in the country have also acted as 
catalyst in the development of securities market. The liberalization measures 
taken by government have also facilitated the globalization of the Indian 
securities market. This has brought notable changes in securities market and 
has changed investment scenario in the country. On the other hand, ever-
expanding investors population and market capitalisation has also led to variety 
of malpractices on the part of the companies, brokers, merchant bankers and 
many other market participants in new shares and stocks in India. 
Thus, the government felt a strong need of a regulatory body which 
could monitor and supervise securities market. SEBI was constituted in 1988 
and it obtained its statutory character in 1992 after the enactment of SEBI Act, 
1992. SEBI is primarily constituted to regulate and promote securities market. 
Concurrently, it is also the duty of SEBI to protect the interest of investors. 
Thus, SEBI is operating and fimctioning in the market fi-om almost last fifteen 
years (after having its statutory character). How far it has achieved its goals? 
It is, in this context that this study has been carried out. The study 
has used doctrinal method of research. Accordingly data has been collected 
from various journals, magazines, committee reports, statutory material of 
India and other countries, published books, internet etc. The method is used to 
analyse different enactments, regulating securities market in India. The study 
has focused on Indian securities market particularly the market regulator SEBI. 
The study has aimed to ascertain how far SEBI removed the abusive corporate 
activities and mal practices from securities market and to evaluate the 
fimctioning of SEBI. Therefore, in this study historical scenario of securities 
market and its regulation has been discussed to identify the present status of 
market. This study is an attempt to discover the facts like whether SEBI is 
adequately empowered to discharge its responsibilities and duties? And how far 
is it exercising those powers? The study has also focused on the reforms made 
by SEBI in primary as well as in secondary market to increase transparency 
and stability in the market. 
For above purposes the study has provided a formal discussion on 
securities market, which consists of two interdependent and inseparable 
segments; primary and secondary market, as without understanding securities 
market it will not be possible to understand the role and functions of SEBI in 
market. The primary market deals with the new securities and the secondary 
market provides liquidity to the investments made in the primary market. The 
issuers of securities issue new securities in the primary market to raise funds 
for investments or to discharge some obligations. The funds in primary market 
may be raised through offer for sale, private placement, right issues and public 
issues. It is a public issue in which any body and every body can subscribe for 
the securities. 
Secondary market enables participants who hold securities to adjust 
their holdings in response to changes in their assessment of risk and return. 
They also sell securities for cash to meet their liquidity needs. Secondary 
market further has two components, namely over the counter (OTC) market 
and stock market. OTC markets are essentially informal markets where trades 
are negotiated. Most of the trades in government securities are in OTC market. 
The securities traded in the stock market are freely transferable. It enables the 
investors to sell or purchase the securities at fair prices, which is determined by 
the supply and demand factors. 
Securities market facilitates transfer of resources from savers to the 
users means the actual utilisation of savings for the purpose of economic 
growth of the country. The market assists in mobilizing the funds from the 
savers and transfers these funds to the borrowers for the purpose of production 
i.e. an important requirement of economic growth. However, the market does 
not work in vacuum and it requires the services of various intermediaries like 
brokers, sub-brokers, merchant bankers, imderwriters, registrars to an issue, 
bankers to an issue, share transfer agents etc. 
The problem chosen for the study is how far SEBI has succeeded in 
removing the malpractices from securities market and improving the trading 
conditions in market. In view of this, the present study has been divided in 
seven chapters. 
Chapter one deals with the growth of securities market during 1990-91, 
earlier studies related to this study, present study, objectives of this study and 
the methodology of the study. 
Chapter two contains the general idea of securities market. It deals with 
the functions of the primary market i.e. origination, underwriting and 
distribution of securities. It also deals with the players in securities market, 
their regulation by SEBI and the methods of the floating of securities in the 
primary market. A discussion on the legal provisions and SEBI guidelines 
regarding the issue of securities has also been made. 
Chapter third devoted to the discussion on the secondary market or stock 
market. It deals with the origin of stock market in India. The functions and role 
of the stock exchanges have also been discussed. It deals with the procedure of 
trading in stock exchanges, reforms made by SEBI regarding secondary market 
and the regulation of securities market in India, both historical as well as 
present statutes governing securities market in India. 
The constitution, management, powers and functions of SEBI under 
different acts have been discussed in the fourth chapter. It also undertakes a 
critical analysis of the constitution of the SEBI and inadequacies in the 
functioning of SEBI. It also shows the condition of securities market in India 
before and after 1992. 
The fifth chapter highlights the existing abusive corporate activities and 
the other problems in securities market, the manner in which SEBI is 
exercising its powers and a critical analysis of the role of SEBI in the recent 
securities market scams. 
The sixth chapter deals with general aspect of regulation of securities 
market in USA and UK. It deals with the statutes, which substantially regulate 
securities market in USA and UK. It also has a discussion on the powers and 
functions of SEC and FSA. 
The last chapter contains the findings and suggestions. In the light of the 
findings various suggestions have been made for the better fimctioning of SEBI 
and for improving the regulatory fiiamework of securities market. 
The history of securities market discussed shows that without 
regulation of securities market it caimot work in an efficient manner. The 
Indian securities market is primarily govern through the four main legislations 
i.e. the SEBI Act, 1992 which establishes SEBI to regulate and promote 
securities market and to protect investors from the market abuses, the 
Companies Act, 1956 which sets out the requirements of issue, allotment, 
disclosures to be made in the public issue etc., the Securities Contract 
(Regulation) Act, 1956 which provides regulation of transactions in securities 
through control over stock exchanges and the Depositories Act, 1996 which 
provides electronic maintenance and transfer of ownership of demat securities. 
The responsibility of regulating securities market is shared by DCA, DEA, RBI 
and SEBI. However, SEBI is primary body particularly constituted for the 
regulation of securities market. 
The study reveals that SEBI is not an autonomous or independent 
body though it is intended as one and it is working under the strict control of 
central government. Excessive government control leads to arbitrary decisions 
making corruption. Moreover, the powers entrusted to SEBI are actually vested 
in one person that is chairman of SEBI. Thus, there are erroneous chances of 
misuse of powers and it also diminishes the authenticity of SEBI's orders and 
decisions. 
The study highlights that originally SEBI was entrusted a bundle of 
responsibilities and duties however, it was not adequately authorised and 
empowered to discharge those responsibilities and functions. It was not 
efficient to deal with market abuses and defaulters or offenders. Hence, SEBI's 
powers extended at various stages to make it competent to achieve the assigned 
objectives. Now it has gigantic powers to regulate the market and prevent the 
abusive corporate activities prevailing in the market. The powers having been 
conferred on SEBI much depend upon the manner in which these powers are 
exercised. Misuse as well as non- use as also the belated use of such powers 
may virtually frustrate the legislative objective. The study reveals that SEBI is 
not very successfiil in dealing with market misconducts and defaults and it 
hesitate in imposing penalties on the offenders even though empowered to do 
so. The study also discloses that SEBI has made various reforms in the market, 
which have transformed securities market to some extent; but, there are some 
reforms pioneered by SEBI which are really pathetic in the manner they are set 
up. For example, it has established CLA which is not sufficiently authorised to 
perform its duties and moreover it made repetition of efforts on the parts of 
applicants, it also directed the market participants/intermediaries to appoint 
compliance officer who is of no use etc. 
The study also shows that SEBF s surveillance and investigation 
division is extremely meager and unskilled and failed in detecting irregularities 
and abnormalities in securities market prior to irreparable damage done to 
market and initiating timely actions against such defaults and defaulters. 
Therefore, various malpractices and abusive corporate activities continue to 
exit in securities market and offenders virtually left unpunished after giving the 
warning even if they are alleged to be involved in price manipulations, insider 
trading etc. 
ft is revealed that securities market is still not free from abusive 
corporate activities and market witnesses regular violations of securities laws, 
rules and regulations. There are frequent attempts by market participants to 
manipulate securities prices through circular trading or some other illegal 
means. SEBI, which is constituted particularly for regulation of securities 
market and investor protection, has failed to enforce the laws. But SEBI is 
promoting securities market on the pattern of international standard by 
introducing various reforms in the market but is not very successful in dealing 
with the defaulters and preventing the abusive corporate activities in the 
market, ft has prescribed rules, regulations and guidelines for securities market 
and market participants. Today securities market does not need clogging rules 
and regulations which will slow business, but a suitable machinery for quickly 
identifying and tracking down speculators who are indulging in malpractices, 
before irreparable damage is done to market. Thus, making rules, regulations 
and guidelines for the regulation of securities market and its participants does 
not make any difference until their violations are prevented. SEBI has failed in 
leaving any deterrent effect on the market participants. It is not sensible to 
suggest that a new regulatory body or super regulatory body should be 
constituted for this purpose but there are following suggestions which may be 
considered for improving the structure, functioning of SEBI and regulatory 
framework of securities market. 
The central govt, should reconsider the independent character of 
SEBI. At present SEBI is not an autonomous regulatory body. There are 
various provisions imder SEBI Act 1992 which suggest that it is working under 
complete and strict control of central govt. Excessive government control leads 
to lobbying, arbitrary decisions making corruption. SEBI is constituted of nine 
members, of which chairman and five other members are appointed by the 
central govt, as provided under section 4 of the Act. In this regard it is 
suggested that all the members of SEBI should be appointed by govt, in 
consultation with the chief justice of India. 
Further, section 5 authorises central govt, to terminate the services 
of the members of SEBI including chairman at any time. It gives arbitrary 
powers to central govt, to terminate services of the members. Therefore, it is 
suggested that the chairman of SEBI should not be removed by central govt, 
unless on a ground of proved misbehaviour or incapacity after an inquiry by SC 
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judge whereas other members should only be terminated only on the specified 
grounds under section 6 of the Act. 
The chairman of SEBI has been entrusted with wide powers and 
there is enormous chance of misuse of those powers. For this purpose it is 
suggested that all the orders and decision should be taken or passed by a 
majority votes of the members present and voting. 
The post of Adjudicating Officer should be created within SEBI on 
the pattern of Administrative Law Judge in USA to adjudicate the matters. At 
present he is appointed by SEBI only if any investigation indicates that 
violations of the securities laws have been occurred. Qualifications for 
adjudicating officers should also be prescribed. 
SEBI should first develop faith among market participants and they 
must believe that it is working in a fair and impartial maimer. At present, most 
of SEBI's orders are challenged by the parties and Securities Appellate 
Tribimal (SAT) does not always agree with the market regulator. Recently, 
SAT set aside an order of the SEBI against an investment arm of Swiss banking 
giant UBS. The order of SAT extended the already long list of cases where the 
tribunal did not agree with the market regulator. Prior to that in 2002, SAT had 
set aside SEBI' s order harming Sterlite Videocon International and BPL fi-om 
accessing the capital market for alleged price manipulation as discussed. 
Therefore it should work in an impartial manner. 
SEBI should be more sensitive to investor's needs and problems. The 
market's growth and healthy functioning depend on the confidence, which 
investors have in the market' s mechanism. Genuine investor's participation in 
the market can be increased only by building his confidence that he will be 
effectively protected against market abuses and lapses. Such confidence 
continues to be weak in India despite the reforms made by SEBI so far. 
The investors should also come within the purview of SEBI. The 
investors / clients giving false information regarding their financial status 
should also be pimished. Many a times they mention the wrong particulars in 
the registration form with the brokers. 
Under SEBI Act 1992 two alternative types of pimishment for 
violations of the provisions of the Act in addition to prosecution and directions 
have been provided. They are suspension or cancellation of certificate of 
registration to be imposed by SEBI and monetary penalties to be imposed by an 
adjudicating officer to be appointed by SEBI. Therefore, if the violation is 
assigned to an adjudicating officer, SEBI loses control over the case and the 
adjudicating officer decides the case on merit. The adjudicating officer can at 
best impose monetary penalty even if he finds that the violation really warrants 
suspension or cancellation of registration. Similarly, if SEBI initially considers 
a case for suspension or cancellation, it cannot impose monetary penalties even 
if it concludes that the violation warrants monetary penalties. This happens 
because SEBI does not have power to impose monetary penalty and the 
adjudicating officer does not have the power to suspend or cancel a certificate 
of registration. Thus, adjudicating officer should also be authorized to award 
suspension and cancellation of registration certificates. 
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Today, apart from the Companies Act 1956 securities market is 
governed by the provisions of Securities Contract (Regulation) Act 1956, The 
SEBI Act 1992 and various rules, regulations, notifications made thereunder 
and Depositories Act 1996 etc. leaving alone the compliance aspect, even in 
administering of these provisions, there arises an urmecessary duplication. 
Therefore, there is an urgent need to bring about a comprehensive law 
integrating the different provisions in different statutory enactments into one 
unitary law. Similarly, securities market is regulated by many regulators i.e. 
SEBI, RBI, DCA, DBA, ROC etc. Therefore, as a first endeavour SEBI should 
be given its autonomous status as discussed and thereafter it should be the only 
authority to regulate securities market. 
Lastly, securities market supervision is labour intensive and relies for 
success on the commitment, judgment and skill of the personnel involved. 
Conferring additional powers on SEBI would not make much difference imless 
it has right quality and quantity of people to administer the Act. It presently has 
217 officers and 147 staff members at different braches that is not sufficient in 
view of the duties and responsibilities it has to perform. The staff strength at 
SEBI should be increased to meet the challenges and rigors of administering a 
securities market. 
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Chapter 1 
Indian economy was facing severe financial crisis in the early part of the 
financial year 1991-92. It was difficult time for Indian economy due to 
accelerated rate of growth of inflation, widening fiscal deficit and serious 
deterioration in the external account. The government accepted the challenge to 
avert the crisis by introducing major changes in economic policies over a wide 
spectrum, covering fiscal, trade and exchange policies as a combined and 
consistent operation. The changes represented a major structural adjustment 
made with an object to enhance competition, efficiency and productivity in the 
economy so to assist the country's quest for accelerated growth, greater equity 
and external viability. 
As a result the Indian securities market also undergone sweeping 
reforms and the process of its liberalization continued in tune with changed 
economic policy. The process of liberalization and controlled free market 
forces has shown an overwhelming euphoric in the market. It is evident from 
the figure that the companies raised funds to the tune of rupees 4,200 during 
the year 1990- 91 as compared to meager rupees 100 crore during seventies. 
During 1993-94, the primary market was expected to be around rupee 
10,000 crore. The institutional finance during the year 1980-81 was rupees 
2,525 crore, which increased to rupees 19, 917 crore during the year 1990-91. 
As far as number of listed companies are concerned it went up to 6,500 at 
various stock exchanges during 1990-91 from 2,500 during 1980-81. The daily 
turn over at various stock exchanges, which was rupees 15-20 crore during 
1980, went up to rupees 300 crore during 1990-91. 
These figures show that the Indian securities market scenario witnessed 
unprecedented boom during the period of 1990-91. At the same time there were 
blatant violations of laws, obvious non-compliances of rules and regulations 
and surreptitious dealings with inadequate and non-disclosures. 
With the growth of securities market, number of malpractices also 
increased both in primary as well as in secondary market. 
After the liberalization of the economy and opening of the market to 
foreign institutional investors, the objective of the regulation of securities 
market is to ensure the growth of normal market in a stable manner. Stability is 
an essential pre-requisite for vibrancy and vitality of the stock market. Stability 
ensures fairly and orderly price movements and build up investor confidence. 
For proper regulation of the securities market, the government of India 
set up SEBI in 1988, which became statutory body after passing of SEBI Act, 
1992. 
Thus, it was the beginning of the legal reforms of securities market. The 
reforms were followed by enactment of many other acts i.e. the Securities Laws 
(Amendment) Act, 1995, the Depositories Act, 1996, the Securities Laws 
(Amendment) Act, 1999, the Securities Laws (Second Amendment) Act, 1999, 
and SEBI (Amendment) Act, 2002 etc. 
ontcoducUoa 
The Securities Laws (Amendment) Act, 1995 extended SEBI's 
jurisdiction to all intermediaries and persons associated with securities market. 
It empowered SEBI to appoint adjudicating officers to adjudicate a wide range 
of violations and impose monetary penalties. The Depositories Act, 1996 
provide for the establishment of depositories in securities market for the 
purpose of ensuring free transferability of securities with speed, accuracy and 
security. Further down the line, the Securities Laws (Amendment) Act 1999 
was enacted to provide a legal framework for trading of derivatives of 
securities and units of collective investments schemes. The Securities Laws 
(Second Amendment) Act 1999 was enacted to empower SAT to deal with 
appeals against the orders of SEBI under Depositories Act and SEBI Act and 
against refiisal of stock exchanges to list securities under SC (R) Act. 
SEBI (Amendment) Act, 2002 enhanced powers of SEBI substantially, 
in respect of inspection, investigation and enforcement. It enhanced penalties 
for the offences from a maximum of rupees 5 lakh as provided earlier to 
maximum of rupees 25 crore or three times the amount of profit made out of 
violations whichever is higher. The problem that needs examination is, how far 
SEBI has succeeded in protecting the interest of investors and to what extent it 
has removed the malpractices and deficiencies from the securities market? 
Review of literature 
Stock Market and FinancialJournalism of SK Aggarwal, 1998: Here the 
author has explained basic terminology of stock market like shares, bulls, 
o«vUo3u.ctUKt 
bears, spot trading, forward delivery etc. He has also given a general idea of 
history of stock exchanges. The author focused on the transactions on OTCEI, 
its formation, need for OTCEI etc. and also discussed price rigging on stock 
market. 
A Profile of Indian Capital Market edited by N Vinayakam, 1994: The 
book is divided in three parts. First part deals with capital market, second part 
deals with banking system and third part deals with stock exchanges. The book 
contains various papers presented in National Seminars and Conferences by the 
editor as well as other research scholars. The papers contained in the book are 
related to various issues like Investment climate in India, Mutual funds boom, 
Investor protection. An appraisal of the performance of commercial banks. 
Emerging trend in securities market with special reference to convertible 
debenture issues etc. The book, when it was written in 1994 was certainly 
useful for the readers as it provided the changing scenario of the Indian capital 
market but now its significance has been reduced due to the changed condition 
of the Indian capital market. 
Basics of Stock Market Investing of David Sutton, 1993: Here the author 
has discussed stock market transactions. He has given an idea of the evaluation 
of companies and their stocks at the time of investment in the concerned 
companies. The author discussed about the factors, which an investor should 
keep in mind while investing in stock market. He also explained how to buy 
Ofttcoductiori' 
and sell securities in stock market. The book is helpful for the investors who 
want to invest in securities. 
Stock Exchange Trading in India ofLC Gupta, 1992: In this book the 
author has made empirical analysis of the selected problems and has given 
various suggestions based on his findings. He suggested that the carry forward 
(badla) system should be banned, as it is a kind of privilege artificially created 
for a handful of shares terming the specified group. Such privilege has no 
economic justification. He also suggested introduction of uniform one-week 
settlement system in all stock exchanges and in all shares. Further he suggested 
a change in the governing boards of the stock exchanges on 50:50 basis i.e. 
50% brokers and 50% non- brokers. Now these suggestions became outdated. 
Stock Market Analysis - Intelligent investor of N.J. Yasaswy, 1994: Here 
the author has discussed the money game on Dalai Street. He explained various 
types of risks involved in the investments in securities. The author has also 
classified various kinds of stocks. The author has also explained national and 
international developments having impact on economies. 
Stock Market in India of Dr. Veena: In this book the author briefly 
discussed history of stock exchanges, transactions on stock exchanges. The 
author focused on the methods and process for understanding and analysing the 
balance sheets of companies. The author also explained investments pattern -
shares, debentures and other securities. 
Liquidity of Corporate Securities of V. Prabhu Dev, 1997: The author 
here has focused on corporate liquidity and explained relation between 
companies and liquidity, investors and liquidity, brokers and liquidity and 
market and liquidity. The author correctly identified the factors that influence 
liquidity of corporate securities. The author has also suggested various 
measures like scrip less trading, T-5 rolling settlement system, and opening of 
additional trading floors; buy back of shares by companies, multiple 
memberships of stock exchanges, investor's awareness etc. for the purpose of 
increasing liquidity of corporate securities. 
Working of Stock Exchanges in India of A. Sudhakar, 1995: Here the 
author has discussed the historical developments of stock exchanges and 
factors, which influence the working of stock exchanges. 
Earlier Studies 
As seen above earlier studies conducted by academicians are mostly 
related to stock market and they are of general nature. No study so far has been 
conducted specifically to evaluate the working of SEBI except some two three 
pages articles. No detailed study has been made in this regard. Thus, the 
subject chosen for this study is quite new and useful for suggesting measures to 
further improving functioning of SEBI. 
Present Study 
The subject chosen for the study i.e. securities market and regulatory 
mechanism is vary wide, though; the scope of this study is very limited. The 
OfvtuidtictuMi. 
study gives a general idea of securities market, how it works, who are the 
participants in the securities market, what are their functions etc. The study 
focuses on the functioning of SEBI, its powers, defects in the existing laws 
related to the regulation of the securities market. Regulation of securities 
market in USA and UK is also discussed. 
Objectives of the Study 
The establishment of SEBI is a very important step as regard to 
regulation of the securities market in India and it raises hope for an 
independent regulatory body which can evolve and administer policies that are 
conducive to the interest of not only securities market but also to the investors 
and market intermediaries. Therefore, the main objectives of the study are as 
follows: 
• to examine the regulatory framework »f securities market before SEBI 
Act, 1992, 
• why SEBI was established? 
• to examine critically the powers, functions and objects of SEBI, 
• to evaluate the approach adopted by SEBI for protecting the interest of 
investors, 
• to examine defects in the existing statutory provisions related to 
regulatory mechanism of securities market, 
• malpractices and deficiencies in securities market: if still exist? 
un<koduotion> 
• to ascertain how far SEBI has succeeded in protecting the interest of 
investors and removing the malpractices and deficiencies from the 
securities market, and 
• to make suitable suggestions for improving the functioning of SEBI. 
Research Methodology 
Research methodology is the means through which desired objectives are 
sought to be achieved. The main purpose of the present study is to ascertain 
how far SEBI has succeeded in achieving its goals. This research is a doctrinal 
research. Accordingly, data is collected from journals, magazines various 
committee reports, statutory material of India and other countries, published 
books and Internet. Without overloading the thesis with quotations, necessary 
paraphrasing of the underlying ideas has freely been taken from large number 
of books, magazines, reports and other documents, which have been duly 
recognized in the bibliography. 
Presentation of Study 
As seen above, there are many intercormected objects of the study. 
However, the problem chosen for the study is how far SEBI has succeeded in 
removing the malpractices from the securities market and improving the 
trading conditions in market. In view of this, the present study has been divided 
in seven chapters. 
<J«.tm3uction. 
Chapter one deals with the growth of the securities market during 1990-
91, earlier studies related to this study, present study, objectives of this study 
and the methodology of the study. 
Chapter two contains the general idea of the securities market. It deals 
with the functions of the primary market i.e. origination, underwriting and 
distribution of securities. It also deals with the players in the securities market, 
their regulation by SEBI and the methods of the floating of securities in the 
primary market. A discussion on the legal provisions and SEBI guidelines 
regarding the issue of securities has also been made. 
Chapter third devoted to the discussion on the secondary or stock 
market. It deals with the origin of stock market in India. The functions and role 
of the stock exchanges have also been discussed. It deals with the procedure of 
trading in stock exchanges, reforms made by SEBI regarding secondary market 
and the regulation of the securities market in India, both historical as well as 
present statutes governing the securities market in India. 
The constitution, management, powers and functions of SEBI under 
different acts have been discussed in the fourth chapter. It also undertakes a 
critical analysis of the constitution of SEBI and inadequacies in the functioning 
of SEBI. It also shows the condition of securities market in India before and 
after 1992. 
The fiflh chapter highlights the existing abusive corporate activities and 
the other problems in the securities market, the manner in which SEBI is 
UfwtcoductkMv 
exercising its powers and a critical analysis of the role of SEBI in the recent 
securities market scams. 
The sixth chapter deals with general aspect of regulation of securities 
market in USA and UK. It deals with the statutes, which substantially regulate 
the securities market in USA and UK. It also has a discussion on the powers 
and functions of SEC and FSA. 
The last chapter contains the findings and suggestions. In the light of the 
findings various suggestions have been made for the better fimctioning of SEBI 
and for improving the regulatory framework of securities market. 
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An Overview 
Securities market in India consists of primary and the secondary market. 
The primary market deals with the new securities i.e. the securities, which were 
not previously available to the investing public. This means the securities that 
are offered to the investing public for the first time. 
As such primary market deals with the raising of fresh capital either for 
cash or for consideration other than cash by companies, government, semi-
government bodies and public sector undertakings (PSUs) etc. There are 
various forms in which these claims are incurred i.e. equity shares, preference 
shares, debentures, rights issues, bonus issues, deposits, miscellaneous loans 
etc. All the financial institutions in the capital market, which contribute, 
underwrite or directly subscribe, are part of primary market. 
The recent trends of economic liberalization, privatization, foreign 
private participation, disinvestments in public sector and regulatory changes 
have provided a new impetus to the primary market.' 
In this chapter we will discuss the functions, methods of floating new 
issues, players in the new issue market, legal provisions and judicial 
pronouncements in this regard. 
' E Gorden, K Natrajan - Capital Market In India, l" Edition 1999, P. 86 
II 
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A. Functions of Primary Market 
The primary market performs very important functions. It plays an 
important role in the economic growth of the country. The main function of the 
primary market is to facilitate transfer of resources from savers to the users 
means the actual utilization of the savings for the purpose of economic growth 
of the country. The savers may be individuals; commercial banks, insurance 
companies etc. and the users are public limited companies and the government, 
as the private companies are prohibited from inviting public to subscribe to its 
share capital or debentures. The primary market plays an important role of 
mobilizing the funds from the savers and transfers these funds to the borrowers 
for the purpose of production i.e. an important requirement of economic 
growth. In this way the primary market is a platform for raising finance to 
establish new enterprises, expansion, diversification, modernizations of 
existing units etc. On the basis of this the primary market can be classified as: 
• the markets where firms go to the public for the first time through initial 
public offering (IPO), and 
• the markets where firms, which are already, trade raise additional capital 
through seasoned equity offering (SEO). 
The following are the main functions of the primary market: 
(a) Origination, 
2 A K Majumdar, G K Kapoor- Company Law and Practice, Edition 2000 
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(b) Underwriting, and 
(c) Distribution. 
(a) Origination 
Origination refers to the work of investigation, analysis, and processing 
of new project proposals. Origination starts before an issue is actually floated 
in the market. This work includes two aspects that is a careful study of the 
technical, economic and financial viability to ensure soundness of the project. 
This is a preliminary investigation undertaken by the sponsors of the issue and 
the advisory services, which improve the quality of capital issues and ensure its 
success. 
The advisory services include type of issue that refers to the kind of 
securities to be issued whether equity shares, preference shares, debentures or 
convertible debentures. The advisory services also include magnitude of the 
issue, price of an issue i.e. whether shares are to be issued at par or at premium, 
methods of issue and technique of selling the securities. 
The function of origination is done by merchant bankers who may be 
commercial banks, all India financial institutions or private firms. 
Initially, these services were provided by specialised division of 
commercial banks. At present financial institutions and private firms also 
perform this service. In spite of all these the work of origination itself does not 
guarantee the success of the issue. The success of the issue mostly depends on 
13 
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the efficiency of the market and the performance of the companies. Due to this 
the underwriting, a speciaUzed service is required in this regard. 
(b) Underwriting 
Underwriting is an agreement whereby the underwriter promises to 
subscribe to a specified nimiber of shares or debentures or a specified amount 
of stock in case the public not subscribing to the issue. SEBI Rules^ defined 
underwriting as " an agreement with or without condition to subscribe to the 
securities of a body corporate when the existing shareholders of such body 
corporate or the public do not subscribe to the securities offered to them." 
Palmer '^has explained underwriting as an expression used in company matters 
signifying a contract by which a person known as the underwriter agrees 
(usually for a commission) that if the shares, debentures or debenture stock 
about to be offered for subscription or some specified proportions thereof, are 
not within a specified time, taken up by the public, or by that section of the 
public to which they are to be offered, he will himself take them up and pay for 
what the public do not take up or some specified proportions thereof hi its 
simple form underwriting consists of undertaking given by some persons or 
institutions engaged in the business of underwriting. By that undertaking they 
promise that if the public fails to take up the issue or to subscribe the issue then 
they will take up the un- subscribed part of the issue. For this undertaking the 
^ Rule 2 (g) of SEBI (underwriters) Rules, 1993 
" Company Precedents, part 1,17* Edition p. 175 
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company agrees to pay the underwriter a commission on all shares or 
debentures whether they were taken by public or underwriters. 
hi relation to an offer of securities, an underwriting agreement is a 
contract by which person called an underwriter agrees to take any shares that 
are not taken by the persons to whom the offer is made.^  
Therefore, if the issue is fully subscribed then there is no liability for the 
underwriters. If a part of shares issued remain unsold, the underwriter will buy 
the shares. In this way underwriting is a guarantee for the marketability of 
shares. 
This agreement of underwriting may take any of the three forms... 
Standing behind the issue - This is a method under which the underwriter 
guarantees the sale of a specified number of shares within a specified period. If 
that specified numbers of shares are not subscribed by the public then the 
underwriters have to buy the balance in the issue. That means the underwriters 
stands behind the public. Their liability arises if the public does not subscribe 
in the specific period for the specific number of shares. 
Outright purchase - Under this method the underwriters make outright 
purchase of shares and then resell them to investors.^ 
' French and Ryan on Company Law, Edition 1998, 1"' Indian Edition 2000 
' Supra note 1 at page 76 
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Consortium - Under this method the underwriting is done jointly by a group of 
underwriters. The underwriters form syndicate for this purpose. This is a 
method, which is adopted for large issues. 
Is underwriting mandatory in public issues - As per SEBI guidelines of 
June 1992 it was mandatory for the full issue however, SEBI revised its 
Guidelines by Press Release dated 10.10.1994 making it optional for the issuers 
to have a public issue underwritten by the underwriter.^ 
At present the underwriting is of great significance. The issuing 
company has various advantages from the underwriters. By underwriting the 
issuing company is relieved from the risk of finding buyers for the issue 
offered to the public. The underwriters provide expert advise with regard to 
timing of security issue, the pricing of issue, the size and type of securities to 
be issued etc. Moreover, if the issue is underwritten by reputed underwriters 
then the public confidence in issue enhances. The underwriters also undertake 
the burden of highly specialised fimction of distributing securities. 
The underwriters may be of two categories: 
• Institutional underwriters, and 
• Non-Institutional. 
The institutional imderwriters are: Life Insurance Corporation of India (LIC) 
Industrial Development Bank of India (IDBI) Unit Trust of India (UTI) 
' Clause 8.11.1 of SEBI (DIP) Guidelines, 2000 
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Industrial Credit and Investment Corporation of India (ICICI), Commercial 
Banks, General Insurance Company etc. 
The non-institutional underwriters are brokers. The brokers guarantee 
shares only with a view to earn commission from the company. Thus all the 
financial institutions in the capital market, which contribute, underwrite or 
directly subscribe, are part of the primary market. 
(c) Distribution 
Distribution is the function of sale of securities to uhimate investors. 
Brokers and agents who maintain regular and direct contact with the ultimate 
investors perform this service. 
B. Methods of Floating New Issues 
There are four methods, which are used in the floatation of securities in 
the primary market. These methods are as follows: 
(a) Offer for sale 
(b) Private placement 
(c) Rights issues 
(d) Public issues 
(a) Offer for Sale 
This is a method of offer for sale that consists outright sale of securities 
through the intermediary of issue houses or share brokers. That means the 
17 
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shares are not offered to the pubUc directly. There are two stages of this 
method. The first stage is a direct sale by the issuing company to the issue 
house and brokers at an agreed price. In the second stage the intermediaries 
resell the above securities to the ultimate investors. Under this method the issue 
house or stockbrokers purchase the securities at a negotiated price and resell at 
a higher price. The difference in the purchase and sale price is called turn or 
spread. 
Therefore, under this arrangement, the company allots or agrees to allot 
shares or debentures at a price to a financial institution or issue house for sale 
to the public. Later on the issue house publishes a document called an offer for 
sale, with an application form attached, offering to the public shares, 
debentures for sale at a price higher than what is paid by it or at par. This 
document is deemed to be prospectus.* 
The advantage of this method is that the company is relieved from the 
problem of pricing and advertisement of prospectus and making allotment of 
shares. But this method of offer of sale is not very common in India. This 
method is generally used in two instances: 
• Offer by a foreign company of a part of it to Indian investors and 
• Promoters diluting their stake to comply with requirements of stock 
exchange at the time of listing of shares. 
' Section 64 (1) of Indian Companies Act, 1956 
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(b) Private Placement of Shares 
In this kind of arrangement the issue houses or brokers buy the securities 
outright from the issuing company. Afterwards the issue houses or brokers 
finds persons, normally his clients who wish to buy the shares. Here the 
brokers act as almost whole sellers selling them in retail to the public, hi this 
process of reselling, the brokers make profit from the public. They act as an 
agent and his fimction is simply to procure buyer for the shares i.e. to place 
them. The issue house or brokers maintain their own list of clients and through 
customer contact sell the securities. 
Since in this process no public offer is made for shares, there is no need 
to issue a prospectus. However, such a company is required to file with the 
registrar a statement in lieu of prospectus at least 3 days before making 
allotment of any shares or debentures.^ 
Private placement by a public company of its shares should not be made 
by subscription of shares from unrelated investors through any kind of market 
intermediaries. This means promoters shares should not be contributed by 
subscription of those shares by unrelated investors through brokers, merchant 
bankers etc. However, subscription of such shares by friends, relatives and 
associates are allowed.'^ 
Placement has following advantages: 
' Section 70, Ibid 
'" See SEBI (DIP) Guidelines, 2000 
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• Timing of issue is important for successful floatation of shares. In a 
depressed market conditions when the issue are not Hkely to get public 
response through prospectus, private placement method is a useful 
method of floatation of shares. 
• This method is useful or suitable when small companies issue their 
shares. 
The main disadvantage of this method is that the securities are not 
widely distributed to the large section of investors. There is only a selected 
group of small investors who are able to buy a large number of shares and they 
get a majority holding in a company. 
This method of private placement is used to a limited extent in India. 
The promoters sell the shares to their friends, relatives and well wishers to get 
minimum subscription, which is pre-condition for, issue of shares to public. 
(c) Rights Issues 
Rights issue is a method of raising funds in the market by an existing 
company. A right share means an option to buy certain securities at a certain 
privileged price within a certain specified period. Shares, so offered to the 
existing shareholders are called right shares." 
These shares are allotted to the existing equity shareholders in 
proportion to their original share holding e.g. one share against every two 
shares held by a member. That means the rights shares are offered to the 
" Supra note 1 
20 
&eou/UJUeA XMAVJLII 
existing shareholders in a particular proportion to their existing share 
ownership. The ratio in which the new shares or debentures are offered to the 
existing share capital would depend upon the requirement of capital. These 
rights are themselves transferable and saleable in the market. No new company 
can issue rights shares. Section 81 of the Companies Act provides that where a 
company increases its subscribed capital by issue of new shares either after two 
years of its formation or after one year of the first issue of shares whichever is 
earlier, these have to be first offered to the existing share holders. 
While issuing rights a company is required to send a circular to all 
existing shareholders. This circular letter should provide information on how 
the additional funds would be used and their effect on the earning capacity of 
the capital. The company should normally give a time of at least one month to 
two months to shareholders to exercise their right before it is offered to the 
public. Rights may also be offered through underwriters. 
One of the conditions for issue of rights is that the shareholders be given 
an opportunity to apply for additional shares. Besides if the rights not fully 
taken up, the balance is to be equitably distributed among the applicants for 
additional shares. If there is any balance still left over after making such 
allotment is required to be disposed of by the company in the market at the 
selling price or the issue price. 
'^  VA Avadhani - Marketing of Financial Services, 2"'' Revised Edition, 2002, P. 416 
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(d) Public Issues 
Under this method, the issuing company directly offers to the general 
public or institution a fixed number of shares at a stated price through a 
document that is called prospectus. This is most common method followed by 
joint stock companies to raise capital through the issue of securities. 
There are various advantages of this method. The sale through 
prospectus has the advantage of inviting a large section of the investing public 
through advertisement. As noted it is a direct method and no intermediaries are 
involved in it. Shares under this method are allotted to a large section of 
investors on a non-discriminatory basis. This procedure helps in wide 
dispersion of shares and to avoid concentration of wealth in few hands. 
But this method is suitable only for large issues as it is an expensive 
method. The company has to incur expenses on printing prospectus, 
advertisement, banks commission, underwriting conmiission, legal charges, 
stamp duty, listing fee, registration charges etc. Prospectus is one of the major 
sources of information. A prospectus is the primary document that offers 
information about the company to potential investors about the investment 
proposal. It is the companies offer to sell its securities on the basis of the 
information provided in the prospectus. About the legal position. Lord 
kindersely in New Brunswick etc co. Vs Muggeride'^ has stated as follows 
"those who issue a prospectus holding out to the public great advantages which 
'^  (1860) I Dr. 8 Sna. 363/30 L.J.Ch.242 
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will accrue to persons who will take shares in a proposed undertaking, and 
inviting them to take shares on the faith of the representations therein 
contained, are bound to state everything with strict and scrupulous accuracy 
and not only to abstain from stating as fact that which is not so, but to omit no 
one fact within their knowledge, the existence of which might in any degree 
effects the nature or extent or quality of the privileges and advantages which 
the prospectus holds out as inducements to take shares." 
Indian Companies Act''* requires that an application form for 
subscription of shares or debentures of a company must be accompanied by a 
prospectus or an abridged prospectus containing the salient features of the 
prospectus. 
SEBI has also laid dovra the format and contents of the detailed as well 
as abridged prospectus for companies making public issues.'^ 
However, the law is rarely followed in letter and spirit. The companies 
generally circulate a brochure cum-application form, which present selective 
information to investors. In such brochures cum-applications there is always a 
warning that "this is neither a prospectus nor an invitation to subscribe to the 
company's issues", but still investors take decision on the information 
contained therein and the company in this way relieves from all the liabilities. 
The prospectus would contains details with regard to the name of the 
company, address, activities, board of directors, location of industry, 
''' Section 56 of Indian Companies Act, 1956 
" Corporate Law Advisor, May 1993, Section II, P.20 
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authorized, subscribed and paid up capital, dates of opening and closing of the 
subscription list, names of brokers and underwriters etc. The draft of the 
prospectus should be approved by the Board, solicitors, lending financial 
institutions and the stock exchanges in which they are to be listed.'^ 
C. Players in Primary Market 
The securities market disintermediates by establishing a direct 
relationship between the savers and the users of funds. This disintermediation, 
however, requires the services of various intermediaries and the reassurance 
that it is safe to participate in the securities market. *^  
There are many players in the primary market but here we will discuss 
some important players. 
(a) Merchant Bankers 
Merchant banker means any person who is engaged in the business of 
issue management either by making arrangement regarding selling, buying or 
subscribing to securities or acting as manager, consultant, adviser or rendering 
corporate advisory services in relation to issue management.'* Merchant 
bankers are the issue managers; lead managers, co managers and they are 
responsible to the company and SEBI. 
Merchant Banks are issue houses rendering such services to industrial 
projects or corporate units as floatation of new ventures and new companies, 
'* Supra note 12 
" Indian Securities Maricet: A Review - NSE (National Stock Exchange of India Ltd.) Sep. 2000 
'* Rule (e) of SEBI (Merchant Bankers) Rules, 1992 
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preparation, planning and execution of new projects, consultancy and advice in 
technical, financial managerial and organisational fields. There are number of 
other functions such as restructuring, revaluation of assets, mergers, takeovers, 
acquisitions etc. which are also undertaken by the merchant bankers. 
A major function of merchant banking is the issue management. Now 
the question arises what is the issue management? 
The issue management involves the following functions in respect of 
issue through prospectus. 
• Obtaining approval for the issue from SEBI. 
• Arranging underwriters for the proposed issue. At the time of 
arrangement of underwriters lead merchant bankers must satisfy 
themselves about the ability of the underwriters regarding the discharge 
of their underwriting obligations.'^ It is also a duty of the merchant 
bankers to incorporate a statement in the offer document to the effect 
that in their opinion the underwriter's assets are adequate to meet 
underwriting obligations. ^^  
• Drafting and finalizing of the prospectus and obtaining its clearances 
fi-om the underwriters, stock exchanges, auditors, solicitous, registrar of 
companies and other necessary consents required for filling of the 
prospectus. 
19, Clause 5.5.1. Of SEBI Guidelines 2000 
°^ Clause 5.5.2, Ibid 
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• Drafting and finalization of other documents such as application forms, 
newspaper aimouncements of the prospectus material and application to 
the stock exchanges. 
• Selection of the registrar to the issue, printing press, advertising 
agencies, underwriters, brokers and bankers to the issue and finalization 
of the fee and charges to be paid to them. 
• Arranging through the advertismg agency the press, brokers and 
investors conferences. 
• Coordinating the printing, publicity and advertisements relating to the 
issue and work of the registrars to the issue, the receipt and processmg 
of application and preparation of the basis of allotment negotiation of 
the same with the stock exchanges and preparation of the registrar of 
allotment. 
Thus, the main ftmction of merchant banks would appear to be sharing 
risks with the company, particularly for unquoted companies, either in terms of 
equity or some other basis and then help the development of the company. This 
role of helping the company to grow through new ideas will promote the 
corporate sector in a healthy fashion. Merchant banks also lend its name to the 
company, which is an asset, particularly, for small firms to raise funds in the 
market. By lending the name for placing issues on the market, the merchant 
bank helps the company in reducing the costs of floatation and financing the 
projects. Therefore the merchant bankers play an important rule in this regard. 
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The lead merchant banker who is responsible for verification of the 
contents of prospectus or letter of offer in respect of an issue and 
reasonableness of views expressed therein, will submit to SEBI at least two 
weeks prior to the opening of issue for subscription, a due diligence 
certificate^'to the effect that: 
they have examined various documents and other material relevant for 
adequate disclosures to the investors and on the basis of such examination and 
the discussion with the company, its directors and other officers, other 
agencies, independent verification of the statements concerning objects of the 
issue, the contents of the documents and other material fiimished by the 
company, they conform that the draft prospectus or letter of document 
forwarded to SEBI is in conformity with the documents, material and papers 
relevant to issue, all the legal requirements cormected with the issue have been 
duly complied with and the disclosures made in the draft prospectus or letter of 
offer are true, fair and adequate to enable the investors to make well informed 
decision as to the investment in the proposed issue. 
Thus, the merchant banker verifies the facts stated in the prospectus or 
in offer document and also gives his compliance report that all the legal 
requirements related to the issue of securities have been complied with. 
Accordingly one of the main fimctions of the merchant banker is to check that 
the issue of securities, particularly prospectus or letter of offer is in conformity 
of laws related to the issue. 
'^ Regulation 23 of SEBI (Merchant Bankers) Regulations 1992 
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Now see the impracticability of SEBI regulations, which provide that 
merchant banker will appoint a compliance officer who will monitor the 
compliance of the Act, rules and regulations, guidelines, notification etc. and 
also to ensure that the observations made or deficiencies pointed out by SEBI 
in the draft prospectus or letter of offer will not recur. The compliance officer 
will immediately and independently report to SEBI any non-compliance 
observed by him.^ ^ 
Accordingly, it is the duty of merchant banker to verify the contents of 
the prospectus and offer document and check the compliance of legal 
requirements related to the issue however, the compliance officer will report to 
SEBI that all the instructions or deficiencies given or pointed out by SEBI 
regarding prospectus of letter of offer will not occur again. Hence, two persons 
have been entrusted almost similar task. This assurance should be given by 
merchant banker and there is no need to appoint compliance officer. Moreover, 
it is not feasible that the compliance officer appointed by merchant banker will 
report against him. 
(i) Irregularities in working of merchant bankers 
SEBI has inspected the merchant bankers; this inspection of merchant 
bankers has exposed blatant false hoods in issue prospectuses regarding status 
of project and financials. The inspection report also shows how promoters and 
merchant bankers colluded to push through public issues. SEBI inspected 24 
^^  Regulation 28A of SEBI (Merchant Banker) 1992 inserted by SEBI (investment Advice by 
Intermediaries (Amendment) Reg. 2001 w.e.f. 29.5.2001 
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merchant bankers, of which inspection reports of 12 merchant bankers have 
been processed. These 12 merchant bankers had managed a total of 701 public 
issues. The inspection team of SEBI observed the following types of major 
irregularities: 
• Merchant bankers were found to be involved in arranging syndication of 
funds towards promoter's contribution with a facility of buy back. An 
amount of one percent was charged as the syndication fee by merchant 
bankers, it is learnt. 
• Even as the offer document mentioned that commercial production had 
commenced, the inspection team discovered that after the closure of the 
issue, even the land had not been leveled. 
• The due diligence files contained two sets of financial statements. False 
claims in the prospectus stating that promoter's contribution had been 
brought in. 
• In certain cases the merchant bankers willfully tried to suppress material 
information regarding pending litigations against them. 
• The objects clause stated in the offer document was different from that 
stated in the memorandum and article of association. 
• The inspection report revealed that the merchant bankers did not make 
any effort to know the promoters background, both business and 
financial, before accepting the assignment. 
29 
^eaUUieA ^MAUJIUI 
• Merchant bankers did not verify or insist for supporting documents, 
allowing various statements in the offer document even in cases where 
the project were not appraised and the promoters did not have any 
experience in the business. 
• Related party transactions were not disclosed in the offer document, 
rather they were concealed on specific query fi-om SEBI. 
From the above report it is clear that the merchant bankers were not 
acting in the interest of investors. It is obvious that some of the merchant 
bankers have not been professional in the sense they have not provided 
protection to the investors who flocked to the public issues sponsored by them. 
Li June 97, SEBI issued notices of cancellation and suspension of 
licenses against 134 outfits of merchant bankers for defaults in honoring 
underwriting conmiitments in public issue. Out of these 134, bankers 95 were 
category I merchant bankers. These included Allianz capital, Dugar Finance, 
Prudential Capital, Mefeom Capital, Hindustan Financial Management, Bank 
of Madura, Damania Capital Markets and Karvy. 
In the list of 134, nine banks also figured and these included Bank of 
Madura, Dena Bank, PNB Caps, State Bank of Bikaner and Jaipur State Bank 
of Hyderabad, Catholic Syrain Bank, Nedungadi Bank, South Indian Bank and 
Vysya Bank. SEBI has issued notices for cancellation of merchant banking 
licenses since it felt that such defaults constituted a threat to the integrity of the 
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market. These outfits had taken underwriting commitments and after the issues 
> 
devolved did not honour their commitments?^ 
SEBI' s move was an attempt to clear up the merchant banking industry 
to protect the integrity of the capital markets. Subsequently, SEBI also 
debarred 64 merchant bankers from undertaking any fresh merchant banking 
activity, which included top rung outfits like Escorts Finance, Videocon 
Leasing, State Bank of Patiala and Industrial Investment Bank of India. 
Turning the heat on unscrupulous merchant bankers, SEBI has decided 
to incorporate a new disclosure norm in the public issue offer documents on the 
background of intermediaries. The provision will incorporate information on 
merchant bankers, such as penalties levied by SEBI for non-compliances with 
regulations or defaults, investigations conducted against the intermediaries and 
suspension cancellation notices issued against it. 
These new norms will curb malpractices by merchant bankers by acting 
as deterrent, as any violation by them would be made public at a later stage 
thereby jeopardizing their reputation and business prospectus. 
Recently, SEBI has amended its Merchant Bankers Regulations 1992 
these amended regulations called SEBI (Merchant Bankers) (Amendment) 
Regulation 2003 which has prescribed a code of conduct for the merchant 
bankers. 
' N Gopalaswamy- Corporate Governance: The New Paradigm, 1*' Edition 1998, P. 130 
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(b) Registrar to an Issue 
Registrar to an issue means a person appointed by company to carry 
activities of collecting applications from investors in respect of issue, keeping a 
proper record of applications and monies received from investors and to assist 
his client in determining the basis of allotment of securities in consultation with 
stock exchanges. He will also assist the company in finalizing the list of 
persons entitled for allotment of securities and in processing and dispatching 
allotment letters, refund orders and other related documents in respect of 
issue '^*. 
Registrars are an important category of intermediaries who undertake 
all activities connected with new issue managements. The company in 
consultation with the merchant bankers to the issue appoint to the registrar. 
Registrars also have a major role in respect of servicing of investors. 
Here we will discuss the role of registrar in the pre-issue, during the 
currency of issue, pre allotment, allotment and post allotment work. 
During pre issue the registrar to an issue suggest draft application form 
to the merchant bankers. Registrar to an issue helps in identifying the collection 
centers for collection of application money. It is very difficult task. The choice 
of collection center and of collecting banker is critical to the success of the 
issue. Registrar assists in opening collection accounts with banks and lay down 
procedure for operation of these accounts. The instructions are send by him to 
*^ See SEBI (Registrar to an Issue, Share Transfer Agents) Rules, J 993 
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collecting branches, for collection of application along with cheques, drafts, 
stock invest separately and remittance of funds. 
During the currency of issue the registrar to an issue receives the 
collection figures everyday. He keeps the merchant bankers and the company 
informed of the progress of total subscriptions. Registrar informs the stock 
exchange about the closure of issue. 
The registrar of issues during pre-allotment work gets all the application 
forms from the collecting bankers and sort out valid and invalid application 
forms. The valid applications are to be categorized and grouped as cash, draft 
and stock invest application. Then he reclassifies the valid applications eligible 
for allotment. He prepares the list with inverted numbers and then approach to 
the regional stock exchange for finalizing the basis of allotment, in the event of 
over subscription. 
Registrar finalises the allotment as per the basis approved by the stock 
exchange. He tallies the final list approved for allotment and rejection with the 
in house control numbers and corrects mistake if any. 
During post allotment works the registrar to an issue gets the letters of 
allotment and refimds orders printed ready for dispatch. The registrar submits 
all statements to the company for final approval. He arranges to pay the 
brokerage and underwriting commission and submit their relevant statements. 
Registrar assists the company in getting the allotted shares listed on the stock 
exchange. 
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(i) Qualification for Registrar to an Issue 
To be appointed as registrar to the issue, registration with SEBI is 
essential?^ The criteria adopted by SEBI for registration are the competency 
and expertise, quality of manpower, their track record, adequacy of 
infrastructure such as computers, storage space and capital adequacy etc. SEBI 
has also laid down a code of conduct for their observance. 
(c) Collecting and Coordinating Bankers 
Collecting bankers collect the subscription in cash, cheques, stock invest 
etc. Coordinating bankers collect information on subscription and coordinate 
the collection work. They monitor the work and keep inform them to the 
registrars and merchant bankers. Collecting and coordinating bankers may be 
the same bank or different banks. 
(d) Underwriters and Brokers 
Undenvriter has been defined by SEBI Rules^^ as " a person who 
engages in the business of underwriting of an issue of securities of a body 
corporate." Underwriting has already been explained. The word person in the 
definition includes natural as well as artificial persons but nowhere it has been 
explained by SEBI. A person cannot involve in the business of underwriting 
unless he has a certificate. The certificate will be granted by SEBI if the person 
^^  SEBI (DIP) Guidelines, 2000 
*^ Rule 2 (f) of SEBI (Underwriters) Rules, 1993 
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fulfills requirements laid down under the regulations^^ SEBI while granting the 
certificate will consider various matters including the infrastructure, past 
experience, capital adequacy etc. 
Broker is an agent who in the ordinary course of business negotiates and 
makes contracts for the sale and purchase of goods (securities) and other 
property not in his possession or control^ *. Brokers along with the net work of 
sub-brokers market the new issue. They send their own circulars and 
applications to the clients and do follow up work to market the securities. 
(e) Printers and advertising agencies 
Printers, advertising agencies, mailing agencies are other organizations 
involved in the new issue market operations. 
(f) Code of Conduct for Market Players (Intermediaries) 
SEBI has amended its regulations made for the intermediaries and 
prescribed a code of conduct ^^ for them. The intermediaries now have to abide 
the code of conduct in their business dealings. The different codes have been 
prescribed for each intermediary however; there are certain common principles 
applicable to all, which are as follows: 
• The intermediaries shall maintain high standard of integrity, dignity and 
fairness in the conduct of their business. 
^' Regulation.6 and 7 of SEBI (Underwriters) Regulations, 1993 
^' Alapati Ramamurthy Vs. Ramanujan, AIR 1961, A.P.408 
See Code of Conduct prescribed under different regulations for intermeadiries. 
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The intermediaries shall make all efforts to protect the interests of 
investors 
The intermediaries shall fulfill their obligations in a prompt, ethical, and 
professional maimer. 
The intermediaries shall at all times exercise due diligence, ensure 
proper care and exercise independent professional judgment. 
The intermediaries to ensure that: 
- inquiries fi-om investors are adequately dealt with, 
- grievances of investors are redressed in a timely and appropriate 
manner, and 
- where a complaint is not remedied promptly, the investor is 
advised of any further steps, which may be available to the 
investor under the regulatory system. 
The intermediaries shall ensure that adequate disclosures are made to the 
investors m a timely manner in accordance with the applicable 
regulations and guidelines so as to enable them to make a balanced and 
informed decision. They shall also endeavor to ensure that the investors 
are provided with true and adequate information without making any 
misleading or exaggerated claims or any misrepresentation and are made 
aware of the attendant risk before taking any investment decision. 
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• The intermediaries shall not discriminate amongst their clients, save and 
except on ethical and commercial considerations. 
• The intermediaries shall not make any statement, either oral or written, 
which would misrepresent the services that they are capable of 
performing for any client or have rendered to any client. 
• The intermediaries shall avoid conflict of interests and make adequate 
disclosure of their interests. 
• The intermediaries shall put in place a mechanism to resolve any 
conflict of interest situation that may arise in the conduct of their 
business or where any conflict of interest arise, shall take reasonable 
steps to resolve the same in an equitable manner. 
• The intermediaries shall make appropriate disclosure to the client of 
their possible source or potential areas of conflict of duties and interest 
while acting in such capacities, which would impair their ability to 
render fair, objective and unbiased services. 
• The intermediaries shall always endeavour to render the best possible 
advice to the clients having regard to their needs. 
• The intermediaries shall not diverge to anybody either orally or in 
vmting, directly on indirectly, any confidential information about their 
clients, which has come to their knowledge, without taking prior 
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permission of their clients, except where such disclosures are required to 
be made in compliance with any law for the time being in force. 
The intermediaries shall ensure that any change in registration status/any 
penal action taken by the board or any material change in their financial 
status, which may adversely affect the interests of clients/investors are 
promptly informed to the clients and any business remaining 
outstanding are transferred to another registered intermediary in 
accordance with any instructions of the affected clients. 
The intermediaries shall not indulge in any unfair competition, such as 
weaning away the clients on assurance of higher premium, or 
advantageous offer price or which is likely to harm the interests of other 
intermediaries or investors or is likely to place such other intermediaries 
in a disadvantageous position while competing for or executing any 
assignment. 
The intermediaries shall have internal control procedures and financial 
and operational capabilities which can be reasonably expected to protect 
their operations, their clients, investors and other registered entities from 
financial loss arising fi-om theft, fraud, and other dishonest acts, 
professional misconduct or omissions. 
The intermediaries shall not make untrue statement or suppress any 
material fact in any documents, reports or information ftimished to the 
board. 
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• The intermediaries siiall maintain an appropriate level of knowledge and 
competence and abide by the provisions of the act, regulations made 
there under, circulars and guidelines, which may be applicable, and 
relevant to the activities carried on by them. The intermediaries shall 
also comply with the award passed by Ombudsman. 
• The intermediaries shall ensure that the board is promptly informed 
about any action, legal proceedings etc, initiated against them in respect 
of material breach or non-compliances by them, of any law, rules, 
regulations, directives of the board or of any other regulatory body. 
• The intermediaries or any of their employees shall not render, directly or 
directly, any investment advice about any security in any publicly 
accessible media, whether real-time or non real-time, unless a disclosure 
of their interest including a long or short position, in the said security 
has been made, while tendering such advice. 
• In the event of intermediary's employees rendering such advice, the 
intermediaries shall ensure that such employees shall also disclose the 
interests, if any, of themselves, their dependent family members and the 
employer intermediaries, including their long or short position in the 
said security, while rendering such advice. 
'" Award passed under SEBI (Ombudsman) Regulations, 2003 
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The intermediaries shall provide adequate freedom and powers to their 
compliance officer for the effective discharge of the compliance 
officer's duties. 
The intermediaries shall develop their own internal code of conduct for 
governing their internal operations and laying down their standards of 
appropriate conducts for their employees and officers in carrying out 
their duties. Such a code may extent to the maintenance of professional 
excellence and standards, integrity, confidentiality, objectivity, 
avoidance or resolution of conflict of interests, disclosure of 
shareholdings and interest etc. 
The intermediaries shall ensure that good corporate policies and 
corporate governances are in place. 
The intermediaries shall ensure that any person they employ or appoint 
to conduct business is fit and proper and otherwise qualified to act in the 
capacity so employed or appointed. 
The intermediaries shall ensure that they have adequate resources to 
supervise diligently persons employed or appointed by them in the 
conduct of their business, in respect of dealings in securities market. 
The intermediaries shall be responsible for the acts or omission of their 
employees and agents in respect of the conduct of their business. 
The intermediaries shall not be a party to or instrumental for: 
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- creation of false market, 
- price rigging or manipulation, or 
- passing of unpublished price sensitive information in respect of 
securities, which are listed and proposed to be listed in any stock to any 
person or intermediary in the securities market.^' 
D. Public Issue of Shares 
This takes place when a company directly offers its own shares to the 
public. As we have mentioned earlier that a private company is prohibited from 
inviting public to subscribe to its share capital or debentures. Those who buy 
shares are known as subscribers. However a public company limited by shares 
generally issues shares to the public. For this purpose it has to issue a 
prospectus. Where a company issues a prospectus it has to follow a prescribed 
procedure, which is as follows: 
After the certificate of incorporation is obtained by the public company 
the affairs of public company are taken over by the first directors in accordance 
with the provisions of law. The directors so appointed generally elect one of 
their members as the chairman of Board of Directors if none is named in the 
article of association. The Board attends to the following matters: 
• Appointment of various expert agencies such as bankers, auditors, 
secretary etc. 
' ' See SEBI's regulations for intermediaries. 
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• Entering into underwriting contract and brokerage contract etc. 
• Making arrangement for the listing of shares on stock exchange. 
• Drafting of a prospectus for the purpose of issue to the public. 
The appointment of a banker is necessary for the collection of the share 
application. The banker has to receive the share application along with 
application money. 
The appointment of first auditor is primarily in the hands of board of 
directors. It becomes necessary to make the appointment of auditor or auditors 
before the issue of prospectus because they have to give their report on 
financial position of the company in the prospectus. ^^  
The Companies Act makes it a requirement that the first auditor or 
auditors of a company shall be appointed by the board of directors within one 
month of the registration of the company.''^  
The appointment of a whole time secretary is obligatory in the case of 
companies having prescribed paid up share capital.^ '* 
The board by directors enters into an underwriting contract with 
underwriters. Underwriting contract is a contract in which some person or 
persons engaged in the business of underwriting gives an undertaking to the 
company that in case the public fail to take up the issue, he or they will take up 
'^  Schedule II of the Indian Companies Act, 1956 
" Section 224(5), Ibid 
^* Substituted for " having a paid up share capital of Rs. 25 lakhs or more" by the Companies 
(Amendment) Act 1988 w.e.f. 1.12.1988. Rule 2(1) of the Companies (Appointment & Qualification of 
Secretaries) Rules 1988 lays down that with effect from 11.6.2002 every company having paid up share 
capital of Rs. 2 crore and above shall have a whole time secretary. 
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the un-subscribed part of the issue. In return to this undertaking given by the 
underwriters the company agrees to pay the commission to them on all shares 
or debentures whether they were taken up by the public or by the underwriters. 
In addition to underwriting contract a company may also enter into a 
brokerage contract with brokers. Under that contract a broker undertakes to 
'place' shares that means the broker find persons who will buy shares. But in 
case he fails to place any of the shares he is not personally liable to take them. 
For this work the brokers are paid agreed brokerage but they are not entitled to 
any brokerage in respect of shares not placed. 
Shares of public company may be sold or purchased on the stock 
exchange but for this purpose the shares of the company must be listed on a 
stock exchange or exchanges. Listing means admission of shares of a company 
to trading on the stock exchange. We will discuss the procedure and 
requirements for listing in next chapter. 
Under Companies Act it is necessary for every public company, before 
issuing shares or debentures for public subscription by issue of prospectus, to 
make an applications for listing the securities in one or more recognized stock 
exchanges^ .^ The information that permission has been obtained from the stock 
exchanges or that an application for getting permission has been made or will 
be made, shall be mentioned in the prospectus.'^ 
" Section 73 of the Indian Companies Act 1956 
'* For contents of prospectus see Schedule II to the Indian Copanies Act 1956 and SEBI (DIP) 
Guidelines 2000 
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(a) Statutory Requirements in Relation to Prospectus 
(i) Dating of prospectus 
A prospectus issued by or on behalf of a company or in relation to an 
intended company shall be dated, and that date shall, unless the contrary is 
proved, be taken as the date of publication of the prospectus . That means the 
date of publication of the prospectus must be contrasted with the date of issue 
of prospectus. The date, which appears on the prospectus, will be assumed to 
be the date of publication of the prospectus and not necessarily to date of its 
issue. The date of issue is that date on which the prospectus first appeared in 
advertisement or is sent for circulation. 
(ii) Registration of Prospectus 
Section 60 of the Companies Act 1956 provides that the prospectus 
should be registered with registrar. In brief it requires: 
• That prospectus shall not be issued by or on behalf of a company or in 
relation to an intended company unless the same has been delivered to 
the registrar for registration on or before the date of its publication, 
having been signed by all persons named therein as directors or 
proposed directors of the company. In alternative, it may be signed by 
his agent if authorized in writing. 
" Section 55 of the Indian Companies Act 1956 
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• The prospectus so delivered shall have endorsed on it or statements are 
attached to it in respect of (a) any consent to the issue of the prospectus 
as required by section 58 from any person as an expert, (b) a copy of 
every contract required to be specified in the prospectus by virtue of 
clause 16 of schedule II to the Companies Act 1956, or in the case of 
contract not reduced into writing, a memorandimi setting out full 
particulars of the contract and (c) adjustments made in the financial 
statements required to be included in the prospectus in terms of clause 
20^^of part II of schedule II duly signed by person or persons making the 
report thereon, with reasons unless the reasons have been included while 
making the adjustments in the financial statements or while indicating in 
the report by way of note the adjustments considered necessary. 
• Every prospectus shall on the face of it state that a copy of the 
prospectus has been delivered to the registrar for registration. 
• Specification of documents required to be attached to or endorsed on the 
prospectus or refers to statements included in the prospectus, which 
specify those documents. 
A copy of prospectus shall also be delivered to SEBI ^^ . Recently under 
Companies (Amendment) Bill 2003 it is proposed that a copy of prospectus 
will have to be filed with SEBI also imder section 60 (4) so now legal backing 
'* Section 60, however continues to refer to earlier Clause 32 of Schedule 11 that deals with 
adjustments. 
' ' See SEBI (DIP) Guidelines 2000 
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to this is proposed to be given. At present this is being done as per SEBI 
guidelines. 
(iii) When registrar shall refuse registration of a prospectus 
The registrar shall not register a prospectus if the following statutory 
requirements are not complied in the prospectus filed with the registrar'*": 
• Ifit is not dated"*' 
• It does not comply with the requirements of Section 56 as to the 
matters and reports to be set out in accordance to Schedule II. 
• It contains reports or statements of experts engaged or interested in 
the formation or promotion or management of the company'* .^ 
• It includes statements purported to be made by an expert without 
statement that he has given and has not withdrawn his consent to the 
manner of its inclusion therein"*^ . 
• A copy of prospectus delivered to the registrar is not signed by every 
person who is named therein as a director or proposed director of the 
company or by his agent authorized in writing and contains his 
consent to the issue of the prospectus and is not accompanied by a 
copy of the documents mentioned in section 60. 
*° Section 60 (3) of Indian Companies Act 1956 
"' Section 55, Ibid 
"^  Section 57, Jbid 
"^  Section 58, Ibid 
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• If it is not accompanied by the consent in writing of the auditor, legal 
adviser, attorney, solicitor, issue house, banker, and managers to the 
issue, or broker, if named in the prospectus, to act in the respective 
capacity'*'*. 
A prospectus shall not be issued after ninety days from the date on 
which a copy of it was duly delivered to the registrar complying with all the 
provisions of law. If a prospectus is issued after the lapse of ninety days it will 
be considered as a prospectus, a copy of which has not been delivered to the 
registrar. If the statutory requirement as to delivery of the copy of prospectus 
has not been complied or prospectus is issue without complying the provisions 
of law it will attract penalty on every person who is knowingly a party to such 
delivery or issue by way of fine which may extend to fifty'^^thousand rupees. 
(b) SEBI Guidelines for Issue of Shares 
• The company before making the issue of securities has to file draft 
prospectus with SEBI at least 21 days prior to the filing of prospectus with 
ROCs. SEBI may suggest changes in the draft prospectus if it needs'* .^ 
• As explained, Companies Act provides for compulsory listing of shares 
before their issue. The Guidelines also provides for listing of securities in stock 
** Section 60 (3), Ibid 
"' Substituted for "five" by the Companies (Amendment) Act 2000 w.e.f. 13.12.2000 
'^Clause 2.1.1 
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exchange. It provides that the company will not make any public issue unless it 
has made an application for listing of those securities in the stock exchange''^ . 
• The companies must have entered into an agreement with depository for 
dematerialisation of securities proposed to be issued to the public'**. 
• The promoters will participate in the public issues by listed companies, 
either to the extent of 20% of the proposed issue or ensure post issue 
shareholding to the extent of 20% of the post issue capital'* .^ The entire 
contribution of the promoters must be bought one day prior to the issue of 
opening date^". No minimum promoter's contribution will be required in case 
of a public issue of securities by a company which has been listed on a stock 
exchange for at least 3 years and has a track record of dividend payment for at 
least 3 immediately preceding years^'. 
• The appointment of lead merchant banker is compulsory prior to the issue 
of securities to public. The company will not make an issue of security through 
public or rights issue unless a MOU has been entered into between the lead 
merchant banker and the issuer company specifying their mutual rights, 
liabilities and obligations relating to the issue^ .^ 
"'Clause 2.1.4 
"* Clause 2.1.5.1 
"'Clause 4.3.1 
'"Clause 4.9.1 
"Clause 4.10.1 
"Clause 5.3.1 
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• Subscription list for public issues will be kept open for at least 3 working 
days and not more than 10 working days^ .^ It should be disclosed in the 
prospectus. 
• The minimum application value in public issue will be within the range of 
Rs.5, 000 to Rs.7, OOO^ '*. 
(c) Allotment of Shares and Statutory Provisions in this Regard 
The term "allotment" is not defined under Companies Act 1956. It was 
explained by judiciary in various matters. What is termed 'allotment' is 
generally neither more nor less than the acceptance by the company of the offer 
to take shares. ^ ^ Offer for shares are made on application forms supplied by the 
company. When an application is accepted, it amounts to an allotment. 
The allotment of shares should be made by proper authority, i.e. the 
Board of Directors of the company or a committee authorized to allot shares on 
behalf of the Board. An allotment made without proper authority will be 
invalid .A valid allotment can not be made on an oral request. For becoming a 
' member, a person should agree in writing^ .^ Therefore, allotment can not be 
made without a written application for allotments. Allotment of shares should 
not be made in contravention of any law, allotments made so confer no title on 
the allottee and it would be invalid and void." Similarly if an allotment of 
"Clause 8.1 
'^Clause 8.6.1 
" Chatty J in re Florence Land and Public Works Ltd (1955) 29 Ch.D.421 
^ Section 41 of Indian Companies Act 1956 
" re Trans Atlantic Life Assurance Company Ltd (1979) 3 All E.R. 352 
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shares made for any improper motive is bad and can be struck down. 
Allotment of shares must be made within a reasonable time, otherwise, the 
application lapses. What is a reasonable time is a matter of fact in each case. It 
is not fixed. The interval of about six months between application and 
allotment has been held to be not reasonable.^' 
Some general principles of Indian Contract Act 1872 will also be 
applicable in this regard. Such as if shares are allotted on the application of 
minor the allotment will be void. 
Section 6 of Contract Act^ " becomes applicable and the applications for 
allotment of shares must be deemed to have been revoked. In Karachi Oil 
Products Ltd Vs Kumar Shree Narendrasinghji^' It was held that an allotment 
made after almost a year after the date of application was ineffective. In this 
case, an application for shares was made on 11-7-1941 and allotment was made 
on 15-6-1942. The court observed that an allotment to be valid should be made 
within reasonable time and the applicant is not bound to accept the allotment if 
made after the lapse of a reasonable time. 
But in case there is an unreasonable delay in allotment of shares and 
shares are accepted by applicant and are not repudiated by applicant then he 
'* Unit Trust of India Vs Om Prakash Berlia (1983) 54, Comp. Cases 723 (Bom.) 
" Ramsgate Victoria Hotel Com Vs Montefiore (1866) L.R.I. Ex 109 
^ See Indian Contract Act 1872 
*' (1948) 18, Comp. Cases 215 (Bom.) 
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cannot plead that his offer has lapsed because of delay and the principle of 
estoppel will be applied in this regard. 
The other important thing is that the allotment must be communicated to 
the applicant. In case there is no communication of allotment there would be no 
contract between the company and the person who makes an application to 
become a member. There must be the consent of the two parties. There must be 
acceptance of the offer by words or conduct to the knowledge of the person 
who made the offer. Just like in other contracts, it is also required in the case of 
an application for shares also. 
Li Universal Banking Corporation, In re", one gentleman applied for 
the shares and remitted the application money, but he never received a 
certificate or a notice of allotment nor any information that shares had been 
allotted to him, nor was any demand made on him for remittance of the money 
on allotment, as was stipulated in the prospectus letter. When he enquired about 
the allotment, he was told that it would be looked into. However, it was 
recorded in the Minute Book that it has been resolved to allot shares to G. This 
name had already been entered in the register of shareholders. But as the 
company had been ordered to be wound up the question was whether G's name 
had been properly put on the list of contributors. The court held that in the 
circumstances, its was impossible to held that any contract had been entered 
into or that any information of registration was given to G. Therefore, it was 
" St M.R.V.R. Murugappa Chettiar Vs Pudukottai Ceramics Ltd, (1955) 25, Comp. Cases, 78 (Mad.) 
*' (1867) LR 3 CH APP 40 (CA) 
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not his duty to search the register, his name was to be deleted from the list of 
contributories. 
Similarly in other case it was held that a person can not be treated as a 
shareholder unless a notice of allotment has been sent to him.^ 
The allotment must be absolute and unconditional. Like if the applicant 
applied for shares in a company on the condition that he should be appointed a 
branch manager of the company. Shares were allotted to him but he was not 
appointed the branch manager. Held that he was not bound by the allotment.^ ^ 
The allotment must be made on the same terms as stated in the application. 
Requirements under Companies Act must also be complied with which 
are briefly as follows: 
• A copy of prospectus signed by every person who is named therein as a 
director or proposed director of the company or by his agent authorized 
in writing shall be duly filed with the registrar for registration on or 
before the date of publication.^ 
• An amount payable on application on each share should not be less than 
5% of the nominal amount of share.^ ^ Now under Companies 
(Amendment) Bill 2003 it is proposed that application money shall not 
be less than 25% of nominal amount of security. However, the 25%, of 
^ Changa Mai Vs Provincial Bank (1914) 361.L.R. 412 (All.) 
" Raman Bhai Vs. Ghasi Ram (1918) Bom. LR 595 
^ Section 60 (1) of Indian Companies Act 1956 
" Circular No. 26/95, dated 5.3.95 of SEBI makes it mandatory for all investors to provide information 
in the Application Form about their saving/Current Bank account number with the name and address of 
bank to prevent fraudulent encashment of refund orders. 
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nominal value may be negligible amount in case of security issue at high 
premium therefore it should be 25% of issue price. 
• A public limited company cannot make any allotment of shares unless 
(i) the amount stated in the prospectus as the minimum amount has been 
subscribed and (ii) the sum payable on application for such amount has 
been paid to and received by the company.^ ^ These provisions of 
minimum subscription are applicable only to first issue of shares to 
public therefore the companies issuing the shares first time to the public 
are required to be complied with this requirement. Now it is proposed 
that the provisions are to be made applicable to issue of all securities. 
Moreover, it is proposed that interest rate and period within which 
minimum subscription should be received, will be as prescribed by 
notification. Public financial institutions are proposed to be exempted 
fi-om provisions of minimum subscription. 
• It is also proposed that in case minimum subscription is not received by 
the company, the whole amount should be refunded within 8 days. If it 
is not refunded within the prescribed period an interest not less than 
bank rate announced by RBI under section 49 of RBI Act should be 
paid. 
• All money received by the company from applicants for shares shall be 
deposited in a scheduled bank until the certificate to commence business 
^ Section 69 (1) of Indian Companies Act 1956 
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is obtained under section 149 and in case such certificate has already 
been obtained, until the entire amount payable on applications of shares 
as minimum subscription has been received by the company. ^ ^ 
In certain cases a statement in lieu of prospectus should be delivered to 
the registrar. In case a company having a share capital, which does not 
issue a prospectus on or with reference to its formation, or which has 
issued such prospectus but has not proceeded to allot any of the shares 
offered to the public for subscription, shall not allot any of its shares or 
debentures unless statement in lieu of prospectus signed by every person 
who is named therein as a director or proposed director of the company 
or by his agent authorized in writing, is delivered at least before 3 days 
of first allotment of securities to the registrar for registration. The 
statement should be in prescribed form and must contain the particulars 
and reports set out in schedule III.^ ° 
Recently provisions of statement in lieu of prospectus have been 
proposed to be abolished and proviso to section 149(2) proposed to be 
inserted.^' Thus a company which is not issuing security to public is not 
required to file a statement in lieu of prospectus. It is a good proposal as 
it is an unnecessary and fruitless formality. 
Where the prospectus is issued generally allotment of securities shall not 
be made until the beginning of the fifth day after the date on which the 
^ Section 69 (4), Ibid 
'" Section 70,/AW 
'" Companies (Amendment) Bill 2003 
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prospectus is issued or such later date as may be specified in the 
prospectus. This date is known as the date of opening of the subscription 
date/^ This date can not be fixed before the 5* day of issue of 
prospectus. //-^ 
( ^ \ * \ \ 
Companies Act is silent as to the time for v\(h4ch. liie. subscription IM 
\ \ ^ ; ' • 
must be kept open. In this regards SEBI Gui^fiifes i^ ssued on\y6-]^2 
.'.:ivi 
provide that the subscription list for public issue m\is^%e=fe^f^pen 
at least 3 working days and not more than 10 working days. 
In case of rights issue, it shall remain open at least 30 days and not more 
than 60 days." 
• Every company intending to offer shares, debentures to the public for 
subscription by the issue of prospectus shall, before such issue, make an 
application to one or more recognized stock exchanges for permission 
for the shares or debentures intended to be so offered to be deah on the 
stock exchange or each such stock exchange.^ '* 
Where a prospectus, whether issued generally or not states that an 
application has been made for permission for the shares or debentures offered 
thereby to be dealt on one or more recognized stock exchanges, the allotment 
made under such prospectus shall be void if the permission has not been 
" Section 72 of Indian Companies Act 1956 
" Clause 8.8.2.1 of SEBI (DIP) Guidelines 2000 
'"' Section 73 of Indian Companies Act 1956 
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granted by the stock exchange or each stock exchange, as the case may be, 
before the expiry of 10 weeks from the date of closing of the subscription list. 
If the permission is not granted by each or everyone of all stock 
exchanges named in the prospectus for listing of shares to which application is 
made by the company, the consequences by virtue of section 73 (lA) is to 
render the entire allotment void and the grant of permission by one or more of 
them is inconsequential.'^ 
However, where an appeal is preferred against the decision of the stock 
exchange, the allotment shall not be void till the disposal of the appeal. 
(i) Effect of Irregular Allotment 
Allotment made in contravention of the provisions of the Companies 
Act is termed as "irregular allotment". Effect of irregular allotment depends 
upon the nature of irregularity involved. These may be noted as follows: 
• If a allotment has been made without delivering a copy of prospectus 
along with other specified documents either before or on the date of its 
issue to the registrar, the company and every person who is knowingly a 
party to the issue of the prospectus shall be punishable with fine which 
may extent to Rs.50,000.'^ However, in such case allotment of securities 
will be valid. 
75 Supreme Court in Rishyashringa Jewellery Ltd Vs Stock Exchange, 1995, 6 SCL (SC) 227, also see 
Rich Taints Ltd. Vs. Vadodara Stock Exchange Ltd (1998) 15 SCL 128 
'* Substituted for "five" by the Companies (Amendment) Act 2000 wef 13.12.2000 
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• In case allotment is made in contravention of section 69 and section 70 
of the Companies Act that means if allotment is made without raising 
minimum subscription or without either collecting application money or 
collecting less than 5% as application money or failure to deliver a copy 
of statement in lieu of prospectus before at least 3 days the following 
consequences shall follow: 
• The allotment is rendered voidable at the option of the applicant. 
However the option must be exercised (a) within two months after the 
holding of the statutory meeting of the company, and (b) where a 
company is not required to hold a statutory meeting, or where the 
allotment is made after the holding of the statutory meeting within two 
months after the date of allotment. 
• Any director who has knowledge of the fact of the irregular allotment of 
shares shall be liable to compensate the company and the shareholders 
respectively for any loss, damage or costs which the company or the 
allottee may have sustained or incurred thereby. Proceedings to recover 
any such loss, damage or costs can only be commenced within 2 years 
from the date of allotments. 
In this connection, provisions of section 69(5) regarding the effects of 
not receiving minimum subscription should also be noted. If the company is 
imable to receive minimum subscription within 120 days after the first issue of 
the prospectus (according to SEBI guidelines, within 120 days from the date of 
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opening of the issue), it must refund within 130 days of the issue of the 
prospectus all moneys received from the applicants. If the money is not 
refunded within the prescribed period, i.e. 130 days, then the directors of the 
company shall be jointly and severally liable to repay that money with interest 
@ 6% per anuam fi-om the expiry of the 130 days. 
• In case allotment is made in contravention of the provision of section 72 
that is before the beginning of the fifth day from the date of issue of 
prospectus, the company and every officer of the company shall be 
punishable with fine, which may extend to Rs.50, 000.^' But allotment 
in such case shall be valid. 
• In case where the prospectus of the company states that an application 
has been made for permission for the shares offered thereby to be dealt 
on one or more recognized stock exchanges the allotment shall be void, 
if either the permission has not been applied for or refused or not 
granted, before the expiry of 10 weeks from the date of closing of the 
subscription list.'^ 
Where an appeal against the decision of any recognized stock exchange 
refusing permission has been preferred under section 22 of the Securities 
Contracts (Regulation) Act 1956 such allotments shall not be void until 
the disposal of the appeal.'^ 
77 Section 72 (3) of Indian Companies Act 1956. Substituted for "five" by the Companies 
(Amendment) Act 2000 wef 13.12.2000 
' ' Section 73 (1) and (2) of Indian Companies Act 1956 
™/iW Section 73(1) 
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In case of allotment becoming void, the money becomes due to be 
refunded forthwith and must therefore be repaid. 
If it is not so repaid within 8 days thereof, the company and every 
director of the company who is an officer in default shall be jointly and 
severely liable to repay that money with interest presently @15% per annum or 
as may be prescribed by the govermnent.^ ° 
Further the company and every officer of the company who is in default 
shall be punishable with a fme up to 50,000 and where the repayment is 
delayed beyond 6 months, also with imprisonment for term up to one year. '^ 
Recapitulation 
From the above discussion it is clear that the primary market deals 
with the new securities that means the securities, which are not previously 
available to the investing public. There are four methods of raising the capital 
in primary market i.e. offer for sale, private placement, right issues and public 
issues. The methods of offer for sale and private placement are not very 
common in India and used to a limited extent. The big companies generally 
issue shares directly to public. With regard to public issue SEBI issued number 
of guidelines called the guidelines for disclosure and investor protection. These 
guidelines provide for promoter's contribution, disclosures to be made in 
prospectus, appointment of intermediaries before issue of shares, pricing of 
issues etc. These guidelines also provide certain requirements for issue of rights 
80 /6W Section 73 {2A) 
*'/AW Section 73 (2B) 
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shares, issue of bonus shares etc. If the company is issuing shares through 
public issue it has to issue prospectus complying with all the legal requirements 
related to issue. At the time of issue of shares to public a company has to 
appoint many market players like merchant bankers, registrar to an issue, 
collecting bankers etc. and the prospectus must be delivered to SEBI and ROC 
prior to issue of prospectus to public. Thus, it is unnecessary duplication of 
efforts. The prospectus should be delivered to SEBI only. It is the duty of lead 
merchant banker to verify the contents of prospectus and submit a due 
diligence certificates to SEBI assuring it that all the legal requirements have 
been complied with. As discussed the functioning of merchant bankers exposed 
many major irregularities like they have submitted false repots to SEBI, 
concealed relevant and material facts etc. Keeping in view the functions and 
duties of merchant bankers it is desirable that they must share liability with 
companies in case of misleading or wrong information in the prospectus if they 
negligently or willfully allowed the mentioning of such information in the 
prospectus. Apart from cancellation and suspension of registration certificate 
heavy monetary penalties should also be provided for such irregularities. 
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An Overview 
In general way securities are claims on money and trading in them 
involves passing of contracts or entering into agreements. The contracts of 
general nature are regulated by Indian Contract Act 1872 but 'contracts in 
securities are governed' by the special Act, namely, Securities Contract 
(Regulation) Act 1956. This special Act supersedes the general Act but where 
there are no provisions in the special Act; the Indian Contract Act will apply. 
As we have discussed in previous chapter that securities market consists 
of primary market and secondary market. The market where existing securities 
are traded is referred to as secondary market or stock market. Securities, which 
are issued in primary markets, are traded in secondary market i.e. stock 
exchanges. Secondary market is made up of buyers and sellers of securities, 
brokers, mutual funds, stock exchanges and OTCEI (Over the Counter 
Exchange of India). The primary issue market helps the investors only to buy 
the securities; they can not sell it in the primary market. It is only the secondary 
market, which provides the market for the investors to sell their securities. In 
this chapter we will discuss origin of stock market in India, functions and role 
of stock exchanges, management and membership of stock exchanges, 
transactions at stock exchanges, procedure for listing the securities at stock 
exchange, regulation of stock exchanges, etc. 
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A. Origin and Evolution of Indian Securities Market 
Section 2(j) of the Securities Contracts (Regulation) Act, 1956 defines a 
'stock exchange' as "any body of individuals, whether incorporated or not, 
constituted for the purpose of assisting, regulating or controlling the business of 
buying, selling or dealing in securities." Further section 2(f) of the Act' defines 
recognized stock exchange as ... "a stock exchange, which is for the time being 
recognised by the central government under section 4 of the Act". 
The stock exchanges are authorised to make byelaws for the regulation 
and control of the contract.^ However, these byelaws are subject to the approval 
of the central government.^ 
Thus the term "stock market" refers to the market provided by different 
stock exchanges to the securities, which include shares, debentures, bonds, and 
other government securities. 
It is a market place, where buyers and sellers of shares and other 
securities admitted to dealmgs. They can do business at competitive open 
prices. The entry of general public to this market i.e. trading floor is prohibited. 
Investing public has to do business through the members of the stock exchange 
only. This market is developed from two basic and complementary needs i.e. 
companies need for funds and an individual's need to invest surplus money 
efficiently for a certain period. 
' Securities contracts (Regulation) Act, 1956 
^Section 9 (l),/6/V/ 
' Powers are exercisable by SEBI also. 
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Therefore, the history of the stock market is the history of stock exchanges. 
The securities market in India has a long trade record of organized 
trading. The history of the stock market in India is related to the establishment 
of East India Company. Towards the close of the 18"' century the East India 
Company started doing business in loan securities. This company was in fact 
dominating those days in dealing with loan securities. By 1830's a significant 
increase in the volume of business was evident not only in loans but also in 
corporate stocks and shares. In Bombay the business was prominent in shares 
of banks like the Commercial Bank, the Chartered Bank, the Oriental Bank and. 
the Old Bank of Bombay." 
In that period the size of the broking community was very small. 
Between 1840 and 1850 there were half a dozen brokers recognized by the 
banks and merchants in Bombay. In 1850 the concept of "limited liability" was 
introduced by Companies Act enacted in 1850. It brought a revolution in 
establishment of joint stock enterprises. The enactment of this important Act 
provided the necessary stimulus to the activities of the Indian securities market. 
(a) Premchand - Roychand Era 1850 to 1860 
In 1850, Premchand Roychand was the first broker who could speak and 
write English. He was very prominent broker who became a legend in his 
lifetime by earning the acronym the Napoleon of Finance for his financial 
acumen. He was instrumental in the promotion of many enterprises during 
* Dr. Prabhu V. Dev - Liquidity of Corporate Securities, 1^  Edition 1997 
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those days and owned many banks. This period witnessed rapid commercial 
developments and organization of Hundi business and concept of brokerage/ 
(b) Share Mania of 1860-65 
Share mania had certain lasting effects. The share mania actually started 
or becoming evident only in 1860-61 when American Civil War broke out. Due 
to that War America had totally stopped the supply of cotton to Europe. As a 
result Europe looked at India in fact the Bombay presidency, which alone had 
the largest stocks of cotton. The demand for cotton from India became 
unlimited. The exports doubled in four years. The price for cotton increased 
five folds and the payment for cotton was made in bullion. The total import of 
bullion amounted to Rs.85 crores between 1861-62. The import of all this 
bullion was in addition to the wealth of city and served a fresh capital for a 
number of new ventures. 
That additional fresh capital had produced the excessive speculation in 
the market, which was the natural result of that addition in capital. New 
companies were started for every imaginable purpose. New ventures included 
banks and financial associations, trading, cotton cleaning, pressing and 
spinning hotel companies, and shipping companies etc. Huge capital of Rs.30 
crores was attracted towards these ventures, which enjoyed hefty premiums. 
Speculation was rife and almost everyone in Bombay was gripped by it. People 
were seized by madness. The people only woke up when the American Civil 
' Dr. Dhankar J.N. - Pricing of Securities in the Indian Stock Market, l" Edition 1994 
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War came to an end. Then all rushed to sell their securities but there were no 
buyers and the entire wealth acquired during the Civil War period and invested 
in shares became almost un-saleable in absence of takers. So that was the very 
depressing period in such a way. One thing is good regarding it i.e. a special 
legislation was enacted to deal with mass failures. In this way share mania 
helped the establishment of regular market in securities that gradually made 
Bombay what it is today the chief center of money and capital market. 
(c) Period of 1866-1900 
The American Civil War, which resulted share mania period witnessed 
considerable increase in the number of brokers, they grew in number to about 
200 to 250 from around 60 in 1860. During this period, the brokers were 
considered to be a privileged class. Being privileged class people, the brokers 
enjoyed good standing in the society. The end of the American Civil War 
brought an end to their picture also. After struggling for a long period, the 
brokers then organized an "Association and prepared "Article of association" 
on the exchange on 9* July, 1875. For the interest of the native share and 
stockbrokers, some brokers resolved to form a Bombay Association that was 
also known as "the stock exchange". The membership of this exchange was 
318 in 1875. 
Accordingly, the Bombay stock exchange was established in 1875, in 
the premises in "Dalai Street". The Bombay stock exchange grown over the 
years into the largest stock exchange but now being threatened by the newly 
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established National Stock Exchange. Being the oldest stock exchange, it was 
the first to be recognized by central government under the SC (R) Act 1956. It 
was given the permanent recognition. 
On the other side, in Ahmedabad number of cotton textile industries and 
cotton mills were established after 1880. The need for trading in the shares of 
these mills necessitated efforts by few Ahmedabad businesses to venture into 
stock dealing. The result was the setting up of "the Ahmedabad share and stock 
brokers association" in 1894 on the BSE model. The stock market of 
Ahmedabad initially concentrated its business of the shares of local textile mill 
and of the Managing Agency Houses controlling these companies. With the 
end of the First World War, the trading volume of the Ahmedabad stock 
exchange increased in a big way. It is one of the major stock exchanges in the 
country. 
(d) 1901-1938 
The beginning of the 20* century heralded the entry of the Industrial 
revolution in India. The Swadeshi movement took birth during this period. The 
movement marked by high degree industrial enthusiasm. 
During the period of share mania in 1861-65 in Bombay, Calcutta 
experienced jute boom. There were many coal companies and mines also. The 
foundation of Calcutta Stock Exchange was laid dovra during this period, when 
there was a coal boom in Calcutta. Finally, it was on 15* June 1908 when an 
association was formed by the brokers titled as "the Calcutta stock exchange 
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association". The Calcutta stock exchange is now one of the premier stock 
market of the coimtry. 
In 1934, a new stock exchange was established in Lahore, which 
ultimately merged with the "Punjab Stock Exchange Ltd," incorporated in 
1936. In 1939, there were eight stock exchanges in India i.e. two each in 
Bombay, Calcutta and Ahmedabad and one each at Lahore and Madras. 
(e) 1939-1955 
The Second World War that broke out in 1939 brought prosperity to 
Indian Industry. Many new stock exchanges were formed in Gujrat and 
Bombay. In Lahore there were three more stock exchanges including "All India 
Stock Exchange Ltd" set up. In Calcutta, also a third stock exchange under the 
name of "Stock Exchange Association of Bengal Ltd." was formed. In that 
period, two new stock exchanges namely "Delhi Stock and Share Brokers 
Association" and the "Delhi stock and share exchange Ltd. were established. 
Subsequently these two institutions were finally amalgamated in the present 
stock exchange that is "the Delhi Stock Exchange Association Ltd" on 25* 
June 1947. The stock exchange at Lahore was closed during partition and later 
on merged with the Delhi stock exchange association. 
The "UP Stock Exchange Ltd", was incorporated in Kanpur in 1940. 
Another stock exchange was formed in Nagpur named as "Nagpur Stock 
Exchange Ltd. In 1944 the Hyderabad Stock Exchange Ltd was incorporated at 
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Hyderabad as a company limited by guarantee. During this period another 
stock exchange was also formed in Banglore. 
(f) 1956-1992 
On 20* Feb 1957 Securities Contract (Regulation) Act 1956, came into 
force. This Act permits only those stock exchanges, which have been 
recognized by the government of India to function in any notified area. 
Initially, under the Act stock exchanges at Bombay, Calcutta, Madras, 
Ahmedabad, Delhi, Hyderbad and Indore were recognized. At present there are 
23 recognised stock exchanges including OTC exchange and the National 
Stock Exchange in India. All these stock exchanges operating under the 
regulatory framework of the SC (R) Act 1956 constitute an organized market 
for the securities. 
The most significant development during this period was the enactment 
of Foreign Exchange Regulation Act 1973 (FERA). 
(g) 1992-2003 
Developments during this period have been discussed under reforms 
after SEBI. 
B. Functions and Role of Stock Exchanges 
The stock exchange is a very important institution in a capitalist 
economy. It is a place where enormous capital is rose, which is generally 
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required to operate the industrial and commercial enterprises of a country. It is 
an institution, which provides mechanism for trading of securities. 
In this way stock market is a system of cheimalising the savings of 
common masses and directing them to the industrial section of an economy. 
The securities traded in the stock market are freely transferable from one 
person to another. The stock exchanges perform the following important 
functions: 
(a) Stock Exchanges ensure liquidity of investments 
Liquidity is an important consideration for the investor in his investment 
decision. The convertibility of stock into cash at a price and at a time, which is 
acceptable to the holder of the stock and vice versa, is an innate attribute of 
liquidity. High liquidity is characterised by the quickness of its sale at a price 
which is more or less equal to its previous market price which may be 
represented by the price at which the stock was transacted last or by an average 
of the prices at which the last few transactions occurred. A stock is said to be 
illiquid when it is difficult for an investor to sell it quickly at its previous 
market price. In absence of the stock exchanges it would be very difficult for 
an investor to search a buyer. In this way the stock exchanges perform a very 
important function. Stock exchanges by providing marketability will help the 
investors in his portfolio management. Therefore, in the stock exchanges the 
investors can buy and sell the securities freely at the time whenever they 
required. 
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"With a secondary market any investor who buys shares when they are 
issued is free to sell those shares any time the market is open at the pre-
determined price. And any investor who did not purchase shares when 
they were issued is free to buy them, at the market determined price."^ 
Therefore, wherever investor requires fimds he simply approach to a 
broker and dispose of his shares at the prevailing market prices. But all this is 
possible because of stock exchanges that provide marketability of investments. 
It helps not only the investors but also companies and the economy as a whole. 
(b) It provides ready and continuous market 
Stock exchange is a place that provides a ready and continuous market 
for buying and selling of securities. It enables fixed capital investment to 
become negotiable. There is no way by which the investors can withdraw their 
savings once they are invested in the shares of the company except through a 
stock exchange. The existence of continuous market is indicated by the 
presence of certain factors. According to Richard J. and Edward S,' four tests 
may be used to indicate continuity in the market for a given stock. 
• Frequency of sales 
• Narrow spread between bids and offer 
• Prompt execution of orders and 
* Robert A Schwartz - Equity Markets: Structure, Trading and Performance, Harper & Row, New 
York, 1968, p. 4 
' Richard J. Teweles and Edward S. Bradeley - The Stock Market, John Wiley and Sons 5* Edition, 
p.73 
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• Minimum price changes between transactions as they occur. 
Therefore, the creation of continuous market depends on many factors 
like the name and size of company, number of shareholders etc. Thus stock 
exchange provides a place where the investors can buy and sell securities of 
their choice and of different industries and companies. Stock exchanges enable 
an investor to exchange his investment in a company with those who are 
willing to become investors. 
(c) It enables the investors to sell or purchase the security at a 
fair price 
The price in market is determined by the supply and demand factors. 
The fair price for securities on an exchange is determined by matching buy and 
sell orders. Stock exchanges by providing place for the buyers and sellers of the 
securities help in the determination of the prices. Free competition in the 
securities market will help in determination of fair prices for securities. 
Therefore the stock exchange brings about the fairest and the most accurate 
prices of the securities. 
(d) Services to investors 
Stock exchanges render useful services to the investors also. Firstly it 
enables investors to shift from one business to another. The stock exchanges 
work under a code of well-defined rules and regulations. Therefore, it 
minimizes the dangers inherent in speculative dealings and manipulations. 
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Investors who buy and sell securities in an organized stock exchange have a 
sense of fair dealing because of high degree of professional morality and 
efficiency, which the stock exchanges attempt to bring out. The stock market 
quotations enable the investors to know the approximate worth of securities. 
The stock exchange regulations that are aimed at both the listed companies and 
the stockbrokers will protect the investors. It is possible to delist a defaulting 
company and to suspend a broker involving in irregularities. Stock exchanges 
normally have investor grievances cell for protecting the interest of investors. 
(e) Valuation of securities is made possible through stock 
exchanges 
The listed securities when admitted for trading in the stock exchange 
will be priced by the market forces. The securities issued in primary market is 
valued by the firm which manages the issues. For listed security the secondary 
market provides the basis for valuation. Stock exchanges provide a place i.e. 
trading floors for the dealers to assemble and strike deals in securities. "As 
traders meet and exchange shares according to their individual desires to buy 
and sell at market prices, two things happen simultaneously: (1) individual 
share holdings are adjusted, and (2) share prices attain market clearing 
values". The market determined prices are often the indication of the 
assessment of the performance of a company in the eyes of the investors and 
traders. This makes companies to monitor their share price movements in the 
' Supra note 6 
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stock exchange. The increasing prices of the securities of a company may 
speak or indicate its success in its performance. 
Besides performing above functions the stock exchanges have many 
other functions some of them are as follows: 
• An efficient stock exchange helps in bringing about price stability. An 
efficient market is one where sellers and buyers locate each other 
without difficulty and where there is effective dissemination of 
information. Stock exchanges provide regulation to ensure transparency, 
fairness and proper competition. 
• It plays a very important role in capital formation. Surplus funds which 
would either remain idle or would have been locked up in commercial or 
savings banks getting substantially low interest rates are mobilized by 
the stock exchange for investment in corporate securities. 
• The stock exchanges not only mobilize the surplus funds of the 
community but also facilities distribution of fimds between different 
firms and industries, and in certain cases, between different countries of 
the world. 
• The stock exchanges are also important because it provides an 
opportunity to the new companies to get its shares listed on the stock 
exchange after completion of certain formalities. 
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• The stock exchanges play educative role by arranging seminars, 
conferences, training institutions that is also laudable. 
• Stock exchanges have made possible wide distribution of the investor 
population. The increase in the investor's population will facilitate a 
high degree of mobilization of the savings of the public. "The people of 
the country are provided with an opportunity to participate in the nation 
building by having a stake in the countries industries. This accelerates 
the mobilization of savings. An efficient capital market will channel 
liquid capital quickly and accurately to where in will do the community 
most good."' 
Therefore on the basis of above discussion we can say that stock 
exchanges are contributing effectively to the development of the economy of a 
country. 
C. Management and Membership of Stock Exchanges 
(a) Management of Stock Exchanges 
The stock exchanges have a supreme body that is the Council of 
Management or Governing Council for the management of its activities. It 
directs and manages the activities of the stock exchanges in accordance with 
rules and regulations framed and approved by SEBI/ the government under the 
provisions of the Securities Contract (Regulation) Act 1956 and rules fi-amed 
' Sir William Ryrie, Ex- vice president. International Finance Corporation, Washington D.C. (USA) in 
his paper presented in the second Phiroze Jeejeebhog Memorial Lecture, Bombay, as published in 
"Hand Book of Articles from the Stock Exchange Review", The Stock Exchange Bombay 1992, p. 208 
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there under and other guidelines issued by the central government from time to 
time. This body consists of president, executive director and secretary. The 
day-to-day administration is looked by the executive director or by the 
secretary as the case may be. 
The position of the president is very important in the stock exchange. He 
is nominated by the central government each year amongst the elected 
directors. A director can continue for a maximum period of three years 
continuously but for this purpose his term is to be renewed every year by the 
central government. The powers and functions of the president are given in the 
Article of Association of the stock exchanges. He has to work in accordance 
with the byelaws and articles of the stock exchanges. In various maters of the 
stock exchanges and execution of decision he is assisted either by executive 
director or the secretary as the case may be. In his absence, his functions are 
discharged by the vice president. 
Next is executive director. He is appointed by the stock exchanges with 
the prior approval of the Ministry of finance. Govt, of India / SEBI. The day-
to-day administration is looked after by the executive director who will 
implement and execute the decisions of the council of management and that of 
the central government /SEBI. The executive director is to report to the council 
of management and also to the central govt. Powers and duties of the executive 
directors are also given in the Articles of Association of the stock exchanges. 
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The small stock exchanges are looked after by the secretary. He is 
appointed by the council of management with the prior approval of central 
government. He has to report to the council of management and to the govt, 
both. His jobs are specified in the article of association of the stock exchanges 
and he will perform other powers as are delegated to him by the council of 
management. 
The stock exchanges are governed by their respective governing boards. 
The constitution of Governing Boards of Indian Stock Exchange is undergoing 
a change with the changing scenario of the securities market world over. There 
is a move to induct more of non-broker directors on the board. Under SEBI 
directive, the constitutions of the governing Boards of the stock exchange were 
changed to restrict the representation of member brokers to 50%. The balance 
50% of members of the governing boards comprises persons who are not 
brokers. Generally they comprise members of the judiciary, academician, and 
professionals, such as chartered accountants, representatives of department of 
company affairs, representative of state government and SEBI officials. The 
governing body of recognized stock exchange has wide governmental and 
administrative powers and is the decision making body. Therefore it has wide 
powers such as election of office bearers, setting up of committees like listing 
committee, arbitration committee, defaulter's committee, etc., admission and 
expulsion of members, management of the properties and finances of the 
exchange, fi-aming and interpretation of rules, bye-laws etc. for regulation of 
stock exchange, adjudication of disputes among members or outsiders, 
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management of the affairs of the exchange in the best interest of the investors 
and public interest etc. ^ • ' ^.^^^ . ^y^tl^y' 
(i) Demutualisation of Stock Exchanges 111 C''^ ^"^X j 
As we have discussed the history of stock 
formed as mutual organizations, i.e. formed by trading members themselvesfor 
their common benefit. Ownership rights and trading rights were clubbed 
together in membership and they were primarily working for themselves and 
not in the interest of the general public. To curb this practice SEBI introduced 
the compulsory demutulization of stock exchanges. But it was lacking the 
statutory force. Now the SC (R) Act has been amended for this purpose. The 
word demutulization means the segregation of ownership and management 
from trading rights of the members of a recognized stock exchange in 
accordance with a scheme approved by SEBI.'° 
(b) Membership of Stock Exchanges 
To become a member of a recognized stock exchange, a person must 
possess the following qualifications: 
(a) He should not be less than 21 years of age, 
(b) He should not have been adjudged bankrupt or insolvent. 
(c) He should not have been convicted for an offence involving fraud or 
dishonesty. 
'" Section 2 (aa) of Securities Contracts ( Regulation) Act, 1956 as amendad by Securities Laws 
(Amendment) Ordinance, 2004 
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(d)He should not be engaged in any other business except deaUng in 
securities, 
(e) He should not have been expelled by any other exchange or declared a 
defaulter by any other stock exchange. 
The govt./ SEBI has also prescribed new norms for selection of 
members for the guidance of duly constituted selection committee. The criteria 
which is to be followed includes: 
1. Professional and other educational qualifications. 
2. Experience relevant to securities market 
3. Financial status 
4. Performance in the interview 
5. Written test 
With a view to ensure that stockbrokers are made fully aware of the 
intricacies of the securities market, the Bombay and Calcutta stock exchanges 
have already set up training institutes for stockbrokers." 
D. Trading Procedure at Stock Exchanges 
The procedure for buying and selling of securities at stock exchange is 
not uniform at various stock exchanges as there are differences in membership, 
and settlement of transaction in various tock exchanges. But there are some 
inter common stages, which we will discuss here in brief 
'' Supra note 5 
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In a stock exchange only members are allowed to transact business and 
outsiders are totally prohibited from entering on the stock exchange. Therefore, 
the outsiders interested in buying or selling of securities must get the 
transaction carried out through a member broker. The intending client will 
place his order with the broker either to buy or sell or both at fixed prices or as 
best market prices and so on. The client should furnish bank or other references 
regarding his financial position, honestly and integrity and also open an 
account with the broker. There are various types of orders such as fixed order 
limit orders, immediate or cancel orders, stop loss orders, discretionary orders, 
at best orders, open orders and so on. Each such order has a clear-cut and 
definite meaning and the brokers have to execute the orders as given by the 
clients. For example, when price is not specified in order by the client it is 
called "at the market order" or "at best order". Such orders are immediately 
executed by the broker agent without leaving any thing for his discretion. On 
the other hand, a fixed order is an order that is executed at the price indicated 
or specified by the client, or below it if it is for buying and above it if it is for 
selling, hi limit orders the client set a definite limits beyond which brokers can 
not go. Whatever may be the form of orders given they should be precise, clear 
and unambiguous and any orders given, orally or through phone, should be 
confirmed immediately. 
Immediately after the receipt of the orders they are transmitted to the 
floor for execution. The broker or his authorized clerk, who received an order, 
goes near the trading post and calls the name of the scrip in which he want to 
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deal without disclosing his intention. The other brokers who may be 
prospective buyers or sellers may 'bid' a price or 'offer' them at a particular 
price. In between 'taravaniwala' who trades in the market on this own account, 
makes a price by quoting two prices on which he is ready to buy or sell and the 
spread between two prices is his profit. His aim is to buy shares so as to sell 
them at a profit, or sell them first in order to replace them or cover them at a 
profit. The stock market moves "to a great extent on difference of opinion" 
and it is difference of opinion that makes some people buy and some others to 
sell shares at the same time and at the same price. 
The haggling between brokers and between brokers and taravaniwals 
helps in putting the best foot foremost and the prices at which the bargains are 
settled represents the fairest price for all concerned. The bargain is struck by 
word of mouth and only short notes are made in small note book as regards the 
numbers, description of securities and the name of the party from whom or to 
whom securities are bought and sold. 
As soon as the business is transacted, the details of the transactions are 
recorded in the books of the brokers, after which a contracts note is prepared 
and sent to the client. The contract note gives details of the security bought and 
or sold, the prices, the broker's commission, cost of the revenue stamp and the 
date of settlements. 
Berman H.D. - The Stock Exchange, Pitman, London, p. 16 
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Lastly, settlement of transaction made on the stock exchange. There are 
two methods of settlement of transaction depending upon the nature of the 
transactions that is ready delivery or cash transaction and the forward delivery 
contracts. In case of ready delivery, payment has made immediately on the 
transfer of the securities. For this purpose SEBI has introduced rolling 
settlement system that we will discuss ahead. The settlement may be made 
either through the clearinghouse or by hand delivery between the members 
without the intervention of the clearinghouse. 
In case of forward delivery contracts, the settlement is made on a fixed 
day. Forward trading has been harmed by SEBI after recent securities market 
scam. 
We have discussed above how the transactions are carried out in stock 
exchanges. The transactions are initiated by client and executed by broker. 
With the development of technology now the exchanges provide an on-
line, fiilly automated screen based system. The system electronically matches 
orders on a strict price and time priority and hence cuts down on time, cost and 
risk of errors as well as on fraud resulting in improved operational efficiency. 
This system enables distant participants to trade with each other and 
consequently improves liquidity of investments. 
(a) Factors that influence the Price of Securities 
There are various factors that are responsible for the securities market 
movements and they directly influence the prices of securities. But it is very 
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difficult to give an exhaustive list of these factors. However, here we will 
discuss it in brief. This is more or less relates to economics and possibly to 
psychology, but there are certain fairly obvious influences, of which the most 
important is supply and demand. If demand for a particular security is high the 
supply become restricted and the price go up, alternatively, if demand for the 
securities is low, the price goes down. 
There are many factors, which directly or indirectly influence investor's 
decision to buy or sell the securities. For buying securities, the following 
factors are note worthy: 
• The expectation that the price of the security will rise because of 
company's previous good performance, financial results and skilled 
management. 
• A company's successful development and production of new and 
desirable products. 
• A company's successful cost cutting and efficiency measures. 
• The winning or advantageous settlement by a company of court 
cases. This means either that the company becomes entitled to 
disputed funds or assets, or that the company's liability to creditors 
or potential creditors is reduced or eliminated. 
• More favourable taxation treatment, which may stimulate demand 
for the company's products or services. 
82 
e>ecu«iUe6> c)«a3wiq. 
• If a company has been doing badly, the behef that the worst has been 
weathered. 
• The possibility of successful takeover bid. 
• A better political climate both at home and in any countries to which 
the company exports or where its products are made etc. 
Therefore above are some factors in which the investors takes a decision 
of buying the securities. For selling of security there are following reasons: 
• The expectation that the price will fall as a resuh of incompetent 
management on previous poor performance. 
• Political instability in coimtries where the company's products are 
exported or made. 
• Less favourable taxation treatment resulting in a decline in the demand 
for the company's products or services. 
• Bad publicity for the company. 
• Unfavourable change in government attitude or regulatory legislation. 
• Substantial litigation against the company etc.'^ 
On the basis of above discussion we can say that every development has 
an impact on the securities market and therefore one has to keep a constant 
watch on national and international developments. For the purpose of 
'^  Grier Nicholas- UK Company Law, 1999 Edition 
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investment one has to see social, political developments both in India and 
abroad such as: 
In 1990 
• Iraq occupies Kuwait 
• Mandal commission resulted riots in India 
• Fall of the V.P. Singh Govt. 
In 1991 
• Gulf war 
• Fall of ChandraShekar Govt. 
• Assassination of Rajiv Gandhi 
• Introduction of economic reforms 
In 1992 
• Capital Issues Control Act abolished 
• Unprecedented boom in stock market. 
• Arrest of Harshad Mehta and Bhupen Dalai 
• Destruction of Babri Masque followed by riots etc. 
In 1993 
• Riots in Bombay 
• Bomb Blast in Bombay 
€>«cu«iUe& (Stamina 
• Allegation by Harshad Mehta about payments to Prime Minister etc. '"* 
In 1994 
• Strong industrial recovery 
• Large inflow of funds from foreign Institution investors (FIIs) for 
portfolio investment. 
• Heavy buying of stocks by domestic financial institutions, specially 
mutual funds etc. 
Sept 1994 to Dec 1995 
• Outbreak of plaque in Western India in Sept 1994. 
• Election to state assembly in which the ruling congress party suffered 
serious reverse. 
• Change in Govt, priorities, 
• Reduced foreign inflow both through FIIs portfolio investment and 
direct foreign investment etc.'^ 
Thus, each and every event or development, national or international, 
has some impact on the securities market. 
(b) Listing of Securities on Stock Exchanges 
Listing of securities on stock exchange is fu-st step taken by the 
companies for the purpose of dealing with their securities on the stock 
'" Yasasway J.N.- Stock Market Analysis: Intelligent Investor, 1994 Edition 
'^  Gupta L.C. - India' s Stock Market Crisis, 1997 Edition 
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exchange and is a main function of stock exchange to provide for listing of 
securities of companies with a view to faciUtate trading in them. Listing means 
admission of securities for dealing on the stock exchange and to make available 
the facilities of on organized and regulated market. Transaction in the securities 
of any company can not be conducted on stock exchange unless they are listed 
by the concerned companies. Therefore, listing is first requirement for the 
purpose of transaction on stock exchange. After the listing of securities on 
stock exchanges it get the trading privileges of the stock exchange concerned. 
In fact securities become eligible for trading only through listing. It is not 
obligatory by statute for companies to list their shares on the stock exchange 
however; listing is compulsory for those companies, which intend to offer their 
securities to public for subscription by means of issuing a prospectus. 
Companies Act in this regard provides that "every company intending to offer 
shares or debentures to the public for subscription by the issue of prospectus 
shall, before such issue, make on application to one or more recognized stock 
exchanges for permission for the shares or debentures intending to be so 
offered to be dealt with on the stock exchange or each such stock exchange"'^. 
Further if a company declares its intention in the prospectus as mentioned 
above that an application has been made to recognized stock exchange or 
exchanges for listing of the shares and the permission has not be granted by the 
stock exchange or each such stock exchange as the case may be within the 
'* Section 73(1) of Indian Companies Act, 1956 
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prescribed period, the allotment made on application in pursuance of such 
prospectus shall be void. 
Thus, unless the permission is granted by each or everyone of all the 
stock exchanges named in the prospectus for listing of shares to which 
application is made by the company the consequences is to render the entire 
allotment void. In other words, if permission has not been granted by any one 
of the several stock exchanges named in the prospectus, the consequences is to 
render the entire allotment void and the grant of permission by one or more of 
them is inconsequential.'^ 
Moreover, the government as matter of policy in the public interest can 
compel a company to enlist its shares in the stock exchange.** 
From the above discussion one thing is clear that though there is no 
statutory obligation on the companies for listing of securities but indirectly 
listing of securities on stock exchange becomes an unavoidable one today. Here 
we will discuss procedure for listing of securities, criteria, advantages, 
drawbacks etc. 
(i) Procedure for Listing of Securities 
A company has to fiilfiU certain requirements in order to get its securities 
listed on the stock exchange. The listing requirements are uniform to all the 
stock exchanges in India. Rule 19 of the Securities Contract (Regulation) Rules 
1957 governs the listing of securities. Various listing requirements are 
" Ibid, 73(1 A) 
" Section 21 of Securities Contracts (Regulation) Act,1956 
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enumerated under the SC(R) Rules. In addition to this the byelaws of the stock 
exchange enable the stock exchanges to formulate regulations relating to 
listing. The company concerned should meet the relevant stock exchange and 
have consultation regarding the listing requirements. The company has to apply 
for listing to the concerned stock exchange and the application for listing is to 
be accompanied with various docimients and details such as: 
• certified copies of memorandum and articles of association, prospectus, 
or statement in lieu of a prospectus, underwriting agreements, etc. 
• copies of offers for sale and circulars or advertisements offering any 
securities, for subscription or sale during the last 5 years, 
• particulars of dividends and bonuses paid during the last 10 years, 
• a statement showing dividends or interest in arrears if any, 
• a brief history of the company since its incorporation, giving details of 
its activities, 
• particulars of securities for which permission to deal is applied for and 
their issue, and 
• a statement showing the distribution of shares along with a list of 
highest 10 holders of each class or kind of securities of the company 
stating the number of securities held by them etc. 
The stock exchange concerned will scrutinize the application of 
applicant company and will ensure its requirements. 
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(ii) Eligibility for Listing 
For listing of securities on stock exchange the company should offer at 
least 10% of each class or kind of securities issued by it, to the public for 
subscription through advertisement in newspapers for a period not less than 
two days. The applicant company should satisfy the stock exchange that the 
application received in pursuance of such offer were allotted in compliance 
with the following conditions: 
• that the minimum 201akh securities excludmg reservations firm 
allotments and promoter's contribution was offered to the public, 
• that the size of the offer to the public, i.e. the offer price multiplied 
by the number of securities offered to the public was minimum Rs. 
100 crores and 
• that the issue was made only through book building method with 
allocation of 60 % of the issue size to the qualified institutional 
buyers as specified by SEBI. 
If the company does not fulfill the above conditions, in alternate it will offer 
at least 25 % of each class or kind of security to the public for subscription 
through advertisement in newspapers for a period not less than two days.'^ 
The above requirements can be relaxed by stock exchange in respect of 
Rule 19 (2) (b) of the Securities Contract (Regulation) Rulesl957, as substituted by the Amendment 
Rules, 2001 w.e.f. 7.6.2001 
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the government companies however; prior approval of SEBI in this regard is 
essential. 
The articles of association of the applicant company must provide for 
the following: 
• a common form of transfer shall be used. 
• fully paid shares will be completely free from lien. 
• partly paid up shares will be subject to lien only to the extent of call 
money due at the fixed time. 
• unclaimed dividends shall not be forfeited before claim becomes time 
barred. 
• the right to call of shares shall be given only after the necessary 
sanction by the general body meeting etc. 
(iii) Listing Agreement 
This is an agreement which is executed between the company and the 
concerned stock exchange. Listing agreement contains a wide list of conditions 
and obligations, which the company should adhere or observe strictly, in 
contravention of these conditions the securities of the company, may be 
delisted by the stock exchange. A listed company has compulsorily notify the 
stock exchange the date of the board meeting at which the declaration or 
recommendation of dividend or the issue of right or bonus shares will be 
considered, any change in the company's capital structure, or its directors or 
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managerial personnel. The listed company has to forward to the stock 
exchange: 
• copies of all notices and circulars sent to the shareholders including the 
proceedings of ordinary and extraordinary general meetings, 
• certified copies of all resolutions passed by the company as soon as such 
resolutions become effective, and 
• copies of statutory and annual reports and annual audited accounts as 
soon as they are issued as well as director's report, etc. 
In this regard G.S. Patel committee on stock exchange has 
reconmiended that, every listed company should be required to furnish un-
audited financial resuhs in the prescribed format on a half yearly basis within 
two months. Consequently clause-41 that was added to the listing agreement 
^"requires a listed company or a company, which has applied for listing to 
furnish to the stock exchange un-audited financial results within the expiry of 
two months fi-om each of the six months period of the accounting year. The 
company is also required to publish half- yearly un-audited financial results in 
at least one English daily newspaper circulating in the whole or substantially 
whole of the India and in a newspaper published in regional language where 
the registered office of the company is situated. Thus the listing agreement 
works or regulates the day- to- day activities of the company indirectly. 
^° By a Ministry of Finance Notification dated Sep.6, 1991 
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(iv) Advantages and Disadvantages of Listing 
There are various advantages of listing of securities on stock exchange. 
The most important is the Usting provides liquidity to the securities. It provides 
marketability and free transferability of securities. The listed security of any 
company more attracts to the investing public as it provides ready and 
continuous market. The dealing in securities is made subject to proper 
supervision and control. The regular and latest reports on listed companies help 
the investors in saving for investment in the securities of the company that are 
listed on the stock exchange. The interest of investing public is safeguarded or 
protected. 
Listed companies enjoy certain concession under the direct tax laws and 
official quotations are accepted by the tax authorities. Listing assures fair 
trading practices for the investors. Further, listing assures disclosure of 
information on all listed companies in respect of their working and 
performance. The transactions in listed securities are published widely in the 
leading periodicals and journals and therefore corporate details like the results, 
dividend announcements, and expansion and diversification plan of the listed 
companies are published from time to time. 
Moreover, the companies are under an obligation in terms of listing 
agreement to inform its investors about various corporate information. 
The interest of the investors is protected on account of proper 
supervision and control in the dealing in the corporate securities. The standard 
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listing agreement contains clauses aimed at protecting the interest of investors 
from certain undesirable practices. Further, listed securities enjoy a special 
status. The trading activities take place under a well defined code, bye laws 
and regulation of the exchange and due publicity to the transactions are given. 
As a result, listed securities have a better status and command better demand 
and serve as a collateral for bank advances and other lending operations.^ ^ 
The listed company has high image and thereby impressed the investors. 
Listing helps the company to raise the necessary funds easily. A listed 
company will do a lot to the investing public by furnishing information 
regarding its financial performance, dividends, rights issues etc. It helps the 
investors to take more logical and correct decision regarding the concerned 
company. A listed company is subject to lot of discipline. Richard Teweles and 
Edward Bradeley has nicely presented and sums up the importance of listing in 
the following manner: 
"Listing tends to create lower financing costs when additional capital is 
raised in future. Again, a company obtains a certain amount of publicity and 
advertising from having its securities listed. Consumers associate the 
company's product with its stock. Frequent sales on the exchange keep the 
company's name before the public. In many cases, however, the brand name 
bears no relationship to the company's name and the publicity value is non-
existent desire to obtain more stock holders. Many corporations consider this 
'^ Supra note 4 
^^  Dr. Avadhani V. A. - Investments and Securities Markets in India, 2"^  Edition 1998, Himalaya 
Publication 
- ^ 1 ,-^ V 
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one of their most important reasons. More shareholders tend to create more 
customers, improve public relations, aid future financing, diversify the 
company ownership and advertise the organisation... listing helps to determine 
fair prices for the company stock. It is believed that the auction market for the 
stock will give to it a fair value based on effective interaction of demand for 
and supply of the stock".^ ^ 
As we have seen that the listing of securities on the stock exchange or 
exchanges has various advantages to the investors and the company but at the 
same time listing brings some bad effects also like listed securities offer wide 
scope for the speculators to manipulate the values in such a way as may be 
detrimental to the interests of the company. In such a situation, artificial forces 
play a more dominant role than the fi"ee market forces. The stock market may 
not reflect the true picture of a listed security. The chances of insider trading 
become high. The managerial personnel may indulge in speculative activities 
with regard to listed security by misusing the inside information available to 
them and which is not available to the outsiders and therefore the interest of the 
genuine investors will be effected badly. 
Secondly listed securities are subject to wide fluctuations in their values. 
They may become a victim of depression. Any such fluctuation or movement 
in the value of listed securities immediately reflected on the stock exchange 
whereas unlisted securities escape fi-om this misery. These types of fluctuations 
in their values have the effect of degrading the company's reputation and image 
" Supra note 7 
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in the eyes of the investors, general pubHc, as well as the financial 
intermediaries. 
Thirdly, at the time of listing of securities in the stock exchange the 
concerned company has to disclose various type of information such as 
dividends and bonuses declared, a brief history of the company, sales, 
remuneration to managerial persormel etc. It sometimes amounts to leaking of 
secrecy of the company's operation to trade rivals. Even trade unions may 
demand higher wages and bonuses on the basis of these informations. 
Therefore, sometimes listing may prove disadvantageous to a company.^ '* 
On the basis of above discussion one may rightly say that the listing of 
securities in stock has more advantages than draw backs and without listing of 
securities it is impossible for a company to raise the fimds from the public. 
(v) Central Listing Authority 
SEBI has constituted a regulatory authority called Central Listing 
Authority that scrutinizes the listing applications made by the different 
companies. After constitution of this authority now it is mandatory for the 
company wishing its securities to be listed in the stock exchange, to obtain a 
Letter Precedent to Listing (LPTL) from CLA and after that it shall approach to 
the concern stock exchange. Therefore, now the company can not apply or 
approach directly to the stock exchange for listing. 
^* Gorden E. Natrajan K.- Capital Market of India, 1999 Edition 
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The idea of setting up of central listing authority was given by the Pratip 
kar committee, which was constituted by SEBI. The recommendation of the 
committee was accepted by SEBI and consequently, it issued the first set of 
SEBI (CLA) regulations in Feb 2003 which was subsequently replaced by 
SEBFs^^ notification. The same notification has introduced SEBI (CLA) 
regulations^^ thereby established a regulatory body for listing of securities on 
stock exchange which is called Central Listing Authority. 
These regulations provide that there will be eleven members of CLA 
including the president and vice president. Besides president and vice-president 
there will be nine other members out of these three members shall be 
representatives of the stock exchanges and the remaining six shall be from 
amongst eminent persons of demonstrated integrity and outstanding technical 
and professional ability and drawn from the judiciary, the legal profession, the 
academia, investors association, experts in securities market etc. 
SEBI itself has taken the task to make the working of authority effective 
and it will provide support to CLA whenever it required. In this regard 
regulations provides as follows: 
• SEBI to advise CLA regarding the appointment of the CEO who shall 
also be the ex-officio member secretary to CLA and who shall comply 
with all the administrative formalities related to the meetings of CLA. 
" Notification No SO 954(E) dated Aug. 21, 2003 
*^ SEBI (CLA) Regulations 2003 
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• SEBI to enable CLA to open branch offices throughout India for 
flexibility in its operations. 
• SEBI to provide infrastructure and manpower to CLA as and when 
required. 
(1) Factors responsible for constitution of CLA 
As discussed above the Pratip Kar committee has recommended for the 
constitution of CLA. The recommendations of the committee were based on the 
various reasons or factors. Some of them are as follows: 
• As discussed earlier, for listing of security the company has to make an 
application complying all the requirements in this regard, which was 
scrutinized by the stock exchange authority. But it has been noticed by 
the committee that the regional stock exchanges or the small stock 
exchanges have no adequate infrastructure and expert manpower to deal 
with this complicated issue related to public offering and consequently 
failed to enforce the listing agreements in the right directions. The 
company takes the benefit of this week pre-issue scrutiny by such 
regional stock exchanges and manages to get its shares listed on regional 
stock exchanges. Next step is rigging up of their share prices and 
gradually get their security listed on the BSE and NSE. 
• There is a lack of uniformity among the stock exchanges and this 
becomes quite obvious when permission for listing of securities is 
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granted by one stock exchange but refused by the other when the similar 
requirements are laid down by the statutes for all the stock exchanges. 
• It has also been noticed by the committee that the regional stock 
exchanges have failed to redress the grievances of the investors. 
• The regional stock exchanges have failed to provide the required 
information to the investors. 
• There has been a clear-cut conflict of interest when the exchange is run 
by the brokers themselves and it adversely effects the interest of the 
investors,^ ^ 
(2) Procedure for obtaining the letter precedent to listing (LPTP) from 
CLA 
Letter Precedent to Listing mean a "letter issued by Central Listing 
Authority under Regulation 12 permitting the applicant to make a listing 
application to any exchange including an application for re-listing and listing of 
an already listed security at an exchange otherwise than the exchange where it 
is presently listed".^ * 
Thus, it is clear that no company can get its securities listed on any stock 
exchange unless it obtains LPTL from CLA. The regulations in this regard 
provides that no applicant unless it has obtained a LTPL from CLA shall (a) 
SEBI (CLA) Regulations: New Horizons for Listing of Securities, CS, Feb. 2004 
^' Regulation 2(1) (h) of SEBI (CLA) Regulations, 2003 
98 
&€ou/uJtieA Gl<a3i«vg> 
make an issue of securities proposed to be listed on any exchange or (b) make a 
listing of its securities to any exchange. 
For obtaining the LPTL an applicant has to make an application to CLA 
in the prescribed form, and manner. The application shall be accompanied by 
such documents as may be prescribed by CLA and along with such fee as may 
be prescribed by SEBI in consultation with CLA. 
The application made to CLA for obtaining LPTL shall specify the 
exchange or exchanges in which the applicant is desirous of its securities listed. 
The regulation provides that "Notwithstanding anything contained in 
any regulation or the guidelines issued by SEBI an applicant seeking listing of 
securities shall file only with CLA draft offer documents in respect of the 
public and rights issues by companies and bodies corporate or draft offer 
documents of schemes of mutual funds or collective investments/schemes and 
SEBI may offer its observation, if any to CLA on such offer documents. '^' 
Subsequently, after receiving the application CLA may call for further 
information, additional documents or any clarifications if needed in this regard 
within 30 days from the receipt of the application. CLA before issuing LPTL to 
the applicant will have to consider or regard to various aspects like: 
• compliance with the provisions of the Companies Act 1956 pertaining 
to issue of securities. 
'^/W</, Regulation 9(1) 
'" Regulation 10 (1) to (4), Ibid 
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• compliance with the regulations and guidelines of SEBI applicable in 
this regard, and 
• compliance with the listing conditions specified under SEBI Act 1992 
and the SC(R) Act 1956 and the rules made there under and such other 
aspects as CLA may consider relevant in this regard such as interest of 
investors, etc.^' 
CLA after carefiilly scrutinizing or examining the application and the 
information may either grant the LPTL or may refuse to grant the LPTL within 
the prescribed period. CLA while granting LPTL may impose such conditions 
as it may consider fit in the prevailing circumstances. It may relate to the 
quality of disclosures in the offer documents and advertisements. 
CLA after giving an opportunity of hearing to the applicant may refuse 
to grant LPTL. There are various circumstances in which CLA may refuse to 
grant LPTL or can withdraw the LPTL; some of them are as follows: 
• if the applicant has suppressed any material information or has 
misrepresented facts to CLA, 
• if the applicant has failed to supply such information or documents as 
required by CLA, 
31 Regulation 11 (1) to (6), Ibid 
^^ Ibid, Regulation 12 (1) to (10) 
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• if the applicant has failed to inform CLA of any relevant or material 
development that took place subsequent to the filing and during 
pending of the application, 
• if the applicant changes the terms and conditions of the issue after 
obtaining the LPTL, 
• if the application has failed to comply with the conditions imposed by 
CLA, and 
• if CLA think that withdrawal of LPTL is in the interest of investors at 
large and the securities market. 
CLA can exercise its power of withdrawing the LPTL only if the 
securities are not listed in the stock exchange after obtaining the LPTL. If it has 
been listed in the stock exchange CLA can only inform to SEBI and the 
concerned stock exchange for taking the necessary steps against the applicant. 
Orders of CLA are appeal able to the SAT. 
(3) Functions of CLA 
The main fionctions of CLA are as follows: 
• to receive and process applications for LPTL fi-om applicants and issue a 
LPTL if it deems fit, 
• to make recommendations to SEBI on issues pertaining to the protection 
of the investors, development and regulation of the securities markets 
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including the listing agreement, listing conditions and the disclosures to 
be made in the offer documents, and 
• to undertake such other functions as may be delegated to it by SEBI. 
Li this way it can be said that the constitution of CLA is a good effort 
made by SEBI with regard to listing of securities on the stock exchange. No 
doubt the setting up of this regulatory body shall bring uniformity in listing. 
But on the basis of above discussion it is clear that CLA is not an independent 
body and it may be called as the subsidiary of SEBI. The authority has to work 
under the control of SEBI. As discussed earlier the managerial personnel of 
CLA shall be appointed after the prior approval of SEBI. In many other 
important matters CLA has to consult with SEBI. SEBI time to time may also 
give advice or will support to CLA. This is the day- to- day interference by 
SEBI in the working of CLA. 
Another weakness is that even if a company or applicant is granted 
LPTL, it again has to approach to the stock exchange for listing of securities 
that amounts duplication of efforts. 
Moreover, if the applicant company has obtained LPTL from CLA and 
its securities are listed on the stock exchange, CLA loses control over the 
company even if it contravenes the terms and conditions of LPTL, violates any 
rules, regulations regarding listing of securities etc. Therefore, CLA should be 
authorized to take actions against such companies even after its securities are 
" Regulation 8, Ibid 
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listed on the stock exchange. At present, it may either inform to the concerned 
stock exchange or to SEBI about such contraventions or violations. 
£. Reforms Made in Secondary Market After Constitution 
of SEBI 
(a) General Reforms 
We have abeady discussed the evaluation and origin of secondary 
market. Here we will discuss the reforms introduced in secondary market in 
order to develop a healthy market. The Government of India has taken several 
steps in this regard during ninety's which lead gradual globalisation of the 
Indian securities market. The decade of 1980's witnessed a phenomenal growth 
and development of the securities in India. For the first time, the Indian 
securities market demonstrated its potential not only to mobilise the savings of 
the household sectors but also to allocate it with some degree of efficiency for 
industrial development. By the end of the decade, the securities market in India 
came to be firmly integrated with the financial system of the country. With the 
corporate sectors increasingly relying on the securities market competed on 
equal terms with the development of financial institutions, which were the 
traditional purveyors of long-term capital. This brought some notable changes 
in the capital structure of the companies across industries, gave birth to 
intermediaries and institutions in the securities market and created a new 
awareness and interest in the investment opportunities in the securities market 
among investors. In spite of these developments the regulatory framework of 
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market was not very effective. There was absence of adequate professionalism 
and fair competition among the various players in the market. There was many 
trading malpractices and structural inadequacies prevailing in the market; the 
govt, therefore feh the need of setting up of an apex body for the fist time, 
exclusively for investor's protection and for the protection of orderly and 
healthy growth of the securities market i.e. Securities Exchange Board of India 
(SEBI). Till then many steps have been taken by it to reform the secondary 
market so that it may function efficiently and effectively. Steps are also taken 
to broaden the market and make it function with greater degree of transparency 
and in the best interest of the investors. 
(i) Regulation of Intermediaries 
For the purpose of improving the functioning of intermediaries in the 
securities market, SEBI has introduced various regulations in this regard. Strict 
control is being exercised on them by SEBI. No person or institution can act as 
the intermediary in the securities market unless it has been registered with 
SEBI. The intermediaries such as merchant bankers, underwriters, brokers, 
sub-brokers, bankers to the issue, registrar to the issue, share transfer agent etc. 
must be registered with SEBI. There are various conditions or requirements 
that should be fulfilled by such intermediaries before seeking the registration 
from SEBI for acting as an intermediary. The registration granted by SEBI is 
not a permanent kind and it has to be renewed from time to time or the time 
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prescribed by SEBL SEBI has powers to suspend them or cancel their 
registration if found by it guilty after enquiry. 
(ii) Change in the Management Structure of the Stock Exchanges 
In the earlier period the governing boards of the stock exchanges were 
dominated by the brokers and their interests were clashes with the interest of 
the investors. Their decisions were not fair and transparent. To curb this 
practice or to provide transparency in the decisions of the boards of stock 
exchanges SEBI required that 50% of directors of board must be non-broker 
directors or government representatives. Further, it is obligatory that a non-
broker professional shall be appointed as the executive director. Now 
demutulisation of stock exchanges has been proposed by SEBI. 
(iii) Encouragement of Market Making 
There is greater transparency in the dealings of market makers and the 
securities with market-makers command higher level of liquidity. Market 
makers offer two ways quotations one the purchase price and other for sale 
price in respect of the same security. The market makers have to comply with 
many rules and regulations strictly with regard to minimimi number of scrip for 
market making, timely payment of margins, adequate financial strength, and 
adequate turn over etc. Therefore the market making is compulsory on OTCEI 
at least for a period of 18 months from the date of opening of the offer by the 
sponsors or designated members. 
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Further the companies seeking listing, with paid up capital ranging 
between Rs.3 crores and Rs.5 crores and without a track record of commercial 
production of at least two years, shall have to appoint a market maker 
compulsorily.^ ^ There is also a provision for voluntary market making on 
OTCEI. 
(iv) Curbed Price Manipulations 
SEBI is taking all the steps to prevent price manipulation in all stock 
exchanges. It has instructed to all stock exchanges to keep special margins in 
addition to the normal ones on the scrip that are subject to wide price 
fluctuations. SEBI itself insists upon a special margin of 25% or more in 
addition to the regular margin on purchase of scrip, which are subject to rise in 
prices. This margin money should be retained by the stock exchange concerned 
for a period of one two three months. SEBI has also directed all stock 
exchanges to suspend trading in the scrip in which any one of the stock 
exchanges suspends trading in that scrip due to price manipulations or 
fluctuations. 
(v) Introduction of concept of Buy Back of Shares 
With a view to arresting heavy fluctuations in the prices of shares and to 
adjusting the demand and supply of shares in the market Companies Act'^  
permitted the companies to buy back their own shares on certain conditions. 
^ SEBI notified norms for market makers in Oct. 1995 
'^ Companies (Amendment) Act, 1999 
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(vi) Introduction of Rolling Settlement 
SEBI introduced rolling system, which implies that, any outstanding 
transaction at the end of the day will necessarily result in delivery. For 
example, if one has purchased, say, 1000 shares of Reliance, and the 
transaction remains outstanding at end of the day, he would have to make 
payment on the settlement day. The settlement day would be T+2 as specified 
by SEBI. It has been called "millennium move" by the newspaper.^ ^ Thus, the 
rolling settlement has been introduced to shorten the trading cycle. In this 
process, trades done on a given day are independently settled from the trades 
entered into on other day. 
(vii) Introduced Trading in Derivatives 
SEBI has banned 'badla' and other deferred products^^ and to 
compensate for the absence of hedging mechanism in the market SEBI 
introduced trading in derivatives, which includes (a) a security derived from a 
debt instrument, share, loan whether secured or unsecured, risk instrument or 
contract for difference or any other form of security (b) a contract which 
derives its value from the prices, or index of prices, of underlying securities.^ ^ 
(viii) End of Badla System 
The Badla system was banned in March 1994 that was again introduced 
after the G.S. Patel committee recommendations in March 1995. SEBI in July 
'* Economic Times, dated 22 Sep. 1999 
"On 14* May 2001 
*^ Section 2 (aa) inserted by the Securities Laws (Amendment) Act, 1999 w.e.f. 22.2.2000 
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1995 introduced a modified Badla system. Again in 2001 due to Ketan Parakh 
scam on share market Badla trading was banned. It is a step towards a better 
and smooth functioning of the market. This change should focus on factors like 
efficiency, transparency and integration with international practices. 
(xi) Option Trading 
In option trading a buyer enters into a contract to buy a certain quantity 
of stock at predetermined prices after a certain period by paying a premium. A 
buyer in such contracts has a call option; conversely, a seller enters into an 
agreement, or a put option, with the buyer for a certain time period by paying a 
premium. In such transactions the predetermined prices called the strike price. 
Further, only a small amount compared to the underlying assets cost i.e. 
premium is paid by the parties. Therefore, an option is a right to buy or sell 
something at a specified price on a specified date. If the option holder is not 
inclined to make the purchase or the sale he can not be compelled to do so.^ ^ 
(b) Institutional Strengthening of Securities Market 
A study group was set up under the Chairmanship of Shri M.J. Pherwani, 
for evolving a policy for establishment of new stock exchanges and other 
agencies.''^  The group made the following recommendations'": 
• Exchanges for New Bombay, Nagpur, Gwalior and Candigarh. The New 
Bombay center will be a model exchange that will also act as a National 
39 • • 
Knnivasan K. - Keeping Pace with the Law- Changes in Securities Laws, Corp. Law Adv., V- 35, 
Dec. (1) 1999 
"" Estabh"shed i 
"' Krishna B. and Narta S.S.- securities Maricet in India-1998 Edition, p. 279 
 t Wi  in Feb. 1991 
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Stock Exchange (NSE) that will provide access to investors from all 
over the country. 
• Creation of three - tier National Stock Market System involving... 
• The principal stock exchange at Bombay, Delhi, Calcutta, Ahmedabad 
and Madras. 
• Regional stock exchanges in smaller cities and urban centers, 
• Additional trading floors (ATFS) each sponsored and managed by a 
principal or regional exchange.'*^ 
• Establishment of a National Clearing and Settlement Corporation that 
will arrange for payments agamst delivery as a counter guarantor to 
participating members. 
• Establishment of Central Depository Trust. The stock Holding 
Corporation of India Ltd (SHCIL) has abeady been mandated to evolve 
into a Central Depository. It will also promote electronically inter-linked 
regional depositories. 
• Additional mutual funds on regional basis. They will invest in specific 
industries in specific regions. 
• Uniform constitution for all exchanges with a statutorily empowered 
body to over see its enforcement. 
••^  Supra note 24 
109 
e>«ou«itie^ Cl«a3wia 
(i) Setting up of National Stock Exchange (NSE) 
Implementing the recommendations of the committee, the NSE was 
incorporated on 27* Nov 1992 with an equity capital of Rs.25 crores promoted 
by IDBI, ICICI, Lie, and its subsidiaries etc. NSE started its trading operation 
from 30* June 1994. The main agenda of NSE was to strengthen the move 
towards professionlisation of the capital market as also to provide nation -
wide securities trading facilities to investors through an appropriate 
communication network. NSE also seeks to impart fairness, efficiency and 
transparency to securities, shorter settlement and meet international securities 
standards.''^  
The NSE is a national, ring less, and computerized exchange. The 
trading on NSE is over the counter, through the telex, telephone, and through 
electronic media. Due to its electronic screen based trading system, members 
have equal access and equal opportunity of trade irrespective of their location 
in different parts of the country as they are connected through a satellite 
network. So it is a step taken in right direction. During the year 2000-2001 
NSE had a market share of 59.3% in the Wholesale Debt Market (WDM) 
segment, 45.3% in the Capital Market (CM) segment. The year 2000-01 
witnessed a total number of Rs. 17.70, 457 crore against a turn over of 
Rs. 11,43, 268 crores in the preceding year. The annual growth rate of turnover 
*^ Chandra P. - Managing Investments, 1998 Edition, P. 83 
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of NSE over five years from 1995-96 to 2000-01 has been S6Vo'*'^. This shows 
the effective working of the NSE. 
(ii) Creation of Over the Counter Exchange of India (OTCEI) 
OTCEI was incorporated in 1990 following the G.S. Patel committee 
report on stock exchange and the Abid Husain report on capital markets. It was 
incorporated in 1990 as a company incorporated imder Companies Act 1956, 
with a paid up capital of Rs. 5 crores. It was promoted by financial institutions, 
namely, ICICI, UTI, IFCI, IDBI, SBI capital market Ltd. etc. It was recognized 
by Govt, of India."*^  OTCEI became fully operational on 1'* Sept 1992 with 
opening of a counter in Bombay, The companies listed on it enjoy the same 
listing status as available to other companies listed on other stock exchanges in 
India, except that a company listed on OTCEI can not be Usted/traded on any 
other stock exchange in India. OTCEI is a regulatory body, which will 
supervise, monitor-trading activities on the exchange. 
OTCEI market is a floorless security trading system equipped with 
electronic or computer network through which nationally and internationally 
scattered buyers and sellers can conduct business more efficiently and 
economically. 
Thus, OTCEI is a way of doing business rather than a place. It is a way 
of trading securities rather than an organized stock exchange. This is a step 
** Report of Joint Committee (Parliament) on Stock Market Scam and Matters Relating thereto, 13"' 
Lok Sabha, V-1,19'*' Dec. 2002 
*^ Under section 4 of the Securities Contracts (Regulation) Act, 1956 
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favourable to small investors, and small companies as they were facing the 
listing problems. Under Companies Act 1956 and under listing Guidelines a 
public company should have a minimum issued capital of Rs.3 crores. The 
trading documents of OTCEI are: 
• Counter Receipt (CR)- This is issued to an investor who is buying a 
script it contains all the information, which appear on a share certificate. 
• Sale Confirmation Slip (SCR)- This is issued to an investor who is 
selling the script and it is an acknowledgment of the transaction and 
payment will be made to the investor against the SCR and 
• Transfer Deed-'*^  
The companies with a paid up capital fi-om 30 lakhs to Rs.25 crores are 
eligible for listing on OTCEI. These companies must be sponsored by a 
member of the OTC.'*' 
(iii) National Securities Depository Ltd. (NSDL) 
The NSDL was registered with SEBI and launched on 7* Nov. 1996, as 
India's first depository to facilitate trading and settlement of security in 
dematerialised form. This organization is promoted by the EDBI, UTI and the 
NSE to provide electronic depository facilities for stock traded in the equity 
and debt market. Therefore depository is an organization where the securities 
of a shareholder are held in the electronic form through a process of 
' Chalam Gopal - How' s And Why' s of OTC Exchange Trading, Comp.LJ, V-1,1993 
Shirali Jaideep- OTC Exchange, CS, July 1993 
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dematerialisation. Depository means a company formed and registered under 
the Companies Act 1956 and which has been granted a certificate of 
registration imder sub-section 12 of SEBI Act 1992.'** The term depository 
means a place where something is deposited for safekeeping, a bank in which 
funds or securities are deposited by others, usually under the term of a specific 
depository agreement."' 
This has been introduced to curb the weakness m the stock market due 
to the physical movement of share certificates and registration with the 
company concerned like lengthy paper work, long delays, bad deliveries, loss 
of share certificate etc.^ ° The depositories in securities are required to create 
and maintain computerised entry of records of securities to effect transfer of 
ownership based on delivery of securities against cash payment in listed or to 
be listed companies. They will be required to create and maintain computerised 
book entry of transactions involving pledge of securities. It will reduce the time 
and cost of processing securities and will promote efficiency, accuracy, safety 
and speed in the security transfers.^' 
To make the process of share transfer and delivery easier and quicker 
the regulator introduced materialisation where the shareholders were asked to 
trade shares in the demat form." The legal framework for depository system 
*^ Section 2 (c) of Depositories Act, 1996 
^' Agarwal Sanjiv - Scripless Trading: Regulation and Avenues, CS, March 2000 
^ Kumar Naresh - Salient Features of Depository System and OTCEI' s Possible Role in it, Corp Law 
Adv. V- 19, 1995 
Wadhwa V.A. - Functions of Depositories and Market Deficiencies Tiiey Are Expected to Reduce 
Corp. Law Adv, V- 19,1995. 
" Business Times, Nov. 24,2004 
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has been laid down by the Depository Act, 1996 and is regulated by SEBI. For 
the purpose of using the facility of depository the investor has to just open an 
account with the depository through a depository participant. The account will 
be credited with the purchase of securities and debited with the sale of 
securities. 
hi Sep. 1995, the Government had accepted in principle the proposed 
law for settling up of depositories and of a central depository for 
immobilization of physical certificates. A central depository was set up by the 
NSE in collaboration with EDBI and UTI to take care of depository functions to 
investors trading on NSE and other exchanges. The emergence of two 
depositories, NSDL and Central Depository is likely to bring about competition 
and has already started bringing down costs for holding shares in the electronic 
form. 
(iv) National Securities Clearing Corporation Limited (NSCCL) 
NSCCL is entrusted with the task of guaranteeing settlement of trades in 
the capital market segment of the NSE. It has made considerable progress in 
enhancing clearing facilities in the other regions by establishing regional 
clearing facilities. The setting up of Delhi regional clearing house and other 
regional clearing facilities of the NSCCL will enable the regional relocation of 
the settlement facilities. 
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(v) Credit Rating Agencies 
Credit rating agencies have been set up for awarding credit rating to the 
money market instruments, debt instruments, deposits and even to equity shares 
also. Now, all debt instruments must be compulsorily credit rated by credit 
rating agencies so that the investing public may not be deceived by financially 
unsound companies. It is a healthy trend towards a developed capital market. 
There are many credit rating agencies like Credit Rating and Information 
Services of India Ltd. (CRISIL)" Investment Information and Credit Rating 
Agency of India (ICRA) ^"^ and Credit Analysis and Research Ltd (CARE)^ ^ 
etc. 
(vi) Starting of Self-regulatory Organisations (SROs) 
SEBI is encouraging the starting of SROs following the 
recommendations of Dave Committee^^ for the purpose of implementation of 
the SC(R) Act, SEBI Act, Regulations and Guidelines issued by the Govt./ 
SEBI from time to time. This would certainly reduce the work of the regulatory 
authorities. For this purpose, SEBI is encouraging the various market 
intermediaries like merchant bankers, stockbrokers, imderwriters, mutual funds 
etc. to start organizing themselves into SROs and to get recognition from SEBI. 
SEBI has aheady granted recognition to the SRO of merchant bankers 
registered as the Association of Merchant Bankers of India (AMBI). 
" CRISIL set up in 1988 jointly by financial institutions like ICICI, UTI, and LIC etc. 
^* ICRA was set up in 1991 sponsored by IFCI & other financial institutions 
" CARE set up in 1993, Duff & Phelps Credit Rating Agency in the private sector, set up in 1995-96 
^ Dave Committee Report on Infrastructure of Capital Market, issued by AMBI on 30* June 1997 
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(vii) Introduction of Ombudsman in Securities Market 
SEBI has recently introduced the post of Ombudsman for the redressal 
of investor's complaints or grievances regarding non-receipt of refund orders, 
non-receipt of share certificates or unit certificates and any grievance in respect 
of issue or dealing in securities against an intermediaries or a listed companies. 
The word Ombudsman has been defined as "a public official appointed 
to investigate citizen's complaints against govt, agencies or officials that may 
be iniringing on the rights of individuals."^' The office of Ombudsman has 
already been established by RBI.^ ^The joint parliamentary committee^^ in its 
report recommended that the concept of Ombudsman, which has already been 
introduced in banking sector, should also be extended to the capital market. 
The legal advisory committee^" has also suggested for fi-aming the regulations 
in this regard. 
Following the above suggestions and recommendations SEBI issued 
regulations in this regard on 21** Aug. 2003^' more or less similar to that of 
banking scheme. Accordingly, the Ombudsman in securities market can be 
imderstood as an office (person) appointed to redress investor's complaints 
against a listed company, company intending to get its securities listed or a 
capital market intermediary. The Ombudsman will have to perform various 
" See Webster' s New Words Dictionary 
' ' See Banking Ombudsman Scheme, 1995 
' ' Supra note 44 
^ Legal Advisory Committee constituted by SEBI headed by Justice M.N. Venlcatachaliah 
*' SEBI (Ombudsman) Regulations, 2003 
" Supra note 58 
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functions like... The ombudsman shall receive complaints with respect to non-
receipt of refund orders, allotment letters in respect of the public issue of 
securities, non-receipt of share certificates, non-receipt of dividend etc.^ '' 
against any intermediary, a listed company or company intending to get its 
securities listed or all of them. On receipt of complaint the Ombudsman will 
consider it and will try to facilitate the amicable settlement of the dispute 
between the parties. If no conclusion made out of amicable settlement or if 
Ombudsman fails in this regard, he shall adjudicate such complaints. He will 
try to give the award on adjudication within a period of three month from the 
date of filing of the complaint and the award will be send to the parties.^ The 
award passed by Ombudsman is final and binding on parties and persons 
claiming under them respectively however, the aggrieved party can file with 
SEBI within one month from the receipt of award a review petition on certain 
conditions like substantial miscarriage of justice, or if there is an error on the 
face of the award. From the orders of SEBI on review petition, an appeal lies 
before the SAT. 
Legal practitioners are not allowed to represent the parties at the 
proceedings before the Ombudsman except by the permission of Ombudsman 
itself 
" For grounds see Regulation 13 of SEBI (Ombudsman) Regulations, 2003 
Pandey Prakash- Ombudsman- An Alternative Mechanism for Investors in Securities Market. CS 
Oct. 2004 ' 
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F. Regulatory Framework of Securities Market 
As discussed, in earlier period the stock exchanges were not governed 
by any effective legislation. The proper reforms in this regard started after the 
constitution of the Atlay Committee. Here we will discuss the brief history of 
legislation governing the stock market system and the present position in this 
regard. Proper regulation of the securities market is important in order to 
achieve continuous expansion in the share holding population of the country. 
The institution of stock exchanges can function efficiently and effectively only 
when it is subject to certain rules, regulations and Bye-laws. 
(a) Historical Background 
The earliest legislation governing the stock market can be traced to the 
19* Centiuy when in 1865 the Government of Bombay passed an Act of 
XXVIII of 1865 to deal with the situation arises out of the outbreak of the 
American Civil War. 
(i) The Bombay Securities Contract Act 1925 
The Bombay Securities Contract Act was passed on 29* Oct 1925, 
following the rejection of the Bombay stock exchange to accept charter that 
was based on the recommendation of Atlay committee, which was constituted 
on 14* Sept 1923 under the chairmanship of Lord Atlay. The committee was 
constituted for regulating the operations of the Bombay stock exchange. In this 
regard the committee codified the rules, bye laws and regulations in the interest 
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of investing public and the trade itself. Based on the recommendations of the 
committee the Govt, of Bombay offered a charter to Bombay stock exchange 
on 21*' July 1925. But unfortunately or one may say fortunately (as special 
legislation was enacted) the BSE rejected the charter. This led to a special 
legislation for controlling the stock exchanges in India with the passing of 
Bombay Securities Contracts Act 1925. So these were the reasons for passing 
the first legislation in India. The Act came into operation on 1*' Jan 1926. 
The government was empowered by the Act to grant recognition to a 
stock exchange and also to withdraw the recognition. Further the Act provided 
that the rules, regulations and bye-laws of the stock exchange will not be 
operative until it get the approval of the Government. Moreover without the 
prior permission of the government the stock exchange was not permitted to 
amend its rules, regulations and bye-laws. Therefore, the Act more or less was 
controlling the functioning of the stock exchanges. 
Accordingly, the BSE applied for recognition to Government that was 
granted to it on 14* May 1927. 
(ii) The Bombay Forward Contracts Control Act 1947 
The ambiguities or defects in the Bombay Securities Contract Control 
Act led to the passing of Bombay Forward Contracts Control Act 1947. For this 
purpose a committee^^ was constituted specially to study the rules relating to 
the listing requirements and admission of securities for dealing on the pattern 
" Committee is known as 'Morison Stock Enquiry Committee', constituted on 24* Nov. 1936 
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of the Bombay stock Exchange. The committee submitted its report in 1937 
and also codified the regulations to be revised by the exchange, which were 
fmally approved by the Government. 
(iii) Defence of India Rules 94(C) 
The Defence of India Rules 94(c) was promulgated in 1943. The main 
object of these rules was to coimter the speculative operations. The Defence of 
India Rules prohibited stock exchanges from indulging in facilities for carry 
over transactions. Further, the Rules defmed the ready delivery transactions as 
those transactions, which had to be fulfilled by delivery and payment within 
seven days of the contract. 
The Rules promulgated as temporary measures continued in force by an 
Act of parliament, the Capital Issues Control Act 1947. The objective of the 
CCI Act was to fasten rational and healthy growth of corporate sector and to 
control or regulate the issue of capital by companies. Under the CCI Act 
companies were prohibited to make any public offer of securities for sale 
except with the prior consent of central govt. The sale and purchase of 
securities by any person and the advertisement making public or private offer 
for subscription or purchase of securities were prohibited without the consent 
of central govt. An office of Controller of Capital Issues was established for 
implementation of the Act. A study of the provisions of the CCI Act reveals 
that the CCI Act did not work towards monitoring healthy and efficient growth 
of regulated organizations but tended to restrict entry and competition. 
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Moreover, the CCI Act was found insufficient to monitor or check malpractices 
of the stock market. 
The new constitution of India came into force on Jan 26, 1950. 
Consequently the stock exchange and future markets became exclusively a 
central subject under item 48 of the union list. A draft (Bill for stock exchange 
regulation was prepared by Govt, in 1951 which was referred to an expert 
committee imder the chairmanship or A.D. Gordwala and other members were 
the president of Bombay, Madras, and Calcutta stock exchanges. 
Based on the recommendations of the Gorwala Committee the Securities 
Contracts Bill 1954 was introduced in parliament, which was passed by Lok 
Sabha on 16* July 1956. The Securities Contract (regulation) Act 1956 came in 
to force on 20* Feb. 1957 throughout India. 
Before passing of the SC(R) Act the securities market has the following 
main problems: 
• Lack of uniformity and control over the stock exchanges 
• No restrictions on membership of stock exchange 
• No check on unhealthy speculation 
• No rules, regulations on listing of shares 
(b) Present Position 
At present, four main legislations are governing the securities market, 
which are: 
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• The Securities Contracts (Regulation) Act 1956, 
• The Depositories Act, 1996, 
• The Securities Exchange Board of India Act, 1992 and 
• The Companies Act 1956. 
(i) The Securities Contracts (Regulation) Act, 1956 
This Act provides direct or indirect control of virtually all aspects of 
securities trading and the running of stock exchanges. It aims to prevent 
undesirable transactions in securities. Under the Act wide powers have been 
given to Central Govt., now mostly delegated to SEBI, to have strict, and 
continuous control over the stock exchanges. The Central Govt./SEBI exercise 
its control over the stock exchanges in the following manners: 
(1) Control on Stock Exchanges through a process of recognition and 
continued supervision 
The Act provides that any stock exchange i.e. any body of individuals 
whether incorporated or not constituted for the purpose of assisting, regulating 
or controlling the business of buying, selling or dealing in securities, is desirous 
of being recognized under the Act may make an application to Central 
Govt./SEBI^ in the prescribed form. On receipt of the application if the 
Govt./SEBI satisfied that all the requirements prescribed by them in this regard 
have been fulfilled by the concerned stock exchange and it is also ready to 
** Section 3 of Securities Contracts (Regulation) Act, 1956 
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comply with all the conditions that may be imposed on it by the Govt./SEBI 
time to time. Further if the Central Govt./SEBI satisfied that it would be in the 
interest of the trade and pubic at large it may grant recognition to it and may 
also impose the conditions'^ ^ in this regard as it think fit. 
The Govt. / SEBI whenever it thinks that it will be in the interest of the 
trade or in public interest to withdraw the recognition of stock exchange it can 
withdraw it after giving an opportunity of hearing to the governing board of the 
stock exchange. 
The periodical returns relating to its affairs shall be furnished to the 
Govt./SEBI. The Act authorizes Govt./ SEBI to make inquiries in the affairs of 
the recognized stock exchanges and its members. The Act further provides that 
the rules, bye-laws and the regulations made or amended by the recognized 
stock exchange will not be effective or operative until and unless they have 
been approved by Govt./ SEBI. Moreover, the Govt./ SEBI may also direct to 
stock exchanges to make or amend the rules in a directed manner.^' SEBI itself 
may make or amend bye-laws of stock exchanges whether on the request of the 
governing board of the exchange or on its own motion. ^ ^ The most important 
thing regarding this is that the Govt./ SEBI may supersede the governing body 
of the stock exchange whenever it is in the opinion that it should be 
" Section 4, Ibid 
** Section 5, Ibid 
** Section 7and 8, Ibid 
'" Section 10, Ibid 
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superseded. It can also suspend the business of stock exchange. Thus the 
Govt./SEBI has a complete control over the working of the stock exchanges. 
(2) Regulation of contracts in Securities 
The Act empowers the Govt./SEBI to regulate the contracts in securities. 
The contract means a contract for or relating to the purchase or sale of 
securities.^' The Act provides that if the Govt./SEBI/RBI is of opinion that it is 
necessary to prevent undesirable speculation in specified securities and in a 
specified area, it can prohibit contracts to be made except with the prior 
permission of the govt. The contracts made in contravention to this shall be 
illegal.''^  
(3) Regulation of listing the securities on stock exchanges 
The stock exchanges determine their own listing regulations but the 
regulations must confirm the minimimi listing criteria set out in the Securities 
Contract (R) Rules 1957 made by Govt, under the powers given to it by SC(R) 
Act 1956. And moreover the regulations made by stock exchanges should be 
approved by SEBI. 
Various new provisions like definitions of corporalisation, 
demutulization, stock exchange, procedure for corporalization and 
" Section 2(a), /bid 
" Section 16, Ibid 
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demutalisation of stock exchanges, provisions for delisting of securities etc. 
have been added in SC (R) Act by an ordinance.'^ 
(ii) The Depositories Act, 1996 
Depositories Act provides for electronic maintenance and transfer of 
ownership of demat securities. It ensures free transferability of securities with 
speed, accuracy and security by making securities of public limited companies 
freely transferable subject to certain conditions. It provides for dematerialising 
of the securities in the depository mode. Though the Act makes it optional to 
hold security with depository '^* but SEBI guidelines'^ makes it obligatory to 
enter into an agreement with the depository for dematerialisation of the 
securities before making any public issue of securities. Therefore, indirectly it 
is obligatory to hold the security with the depository. The Dhanuka 
Committee'^ recommended the compulsory dematerilisation for new issue of 
securities exceeding Rs.lO crores in value. 
(iii) The Securities Exchange Board of India Act, 1992 
The Act provides SEBI statutory powers for protecting the interest of 
investors and promoting the development of the securities market. Its 
regulatory jurisdiction extends over corporate in the issuance of securities and 
" The Securities Laws (Amendment) Ordinance, 2004, Promulgated by president in the 55* year of the 
Republic of India 
'* Section 8 of Depositories Act, 1996 
" Clause 2.1.5.1 of SEBI (DIP) Guidelines 2000 
Report of the Committee Pertaining to Review and Reform of Securities Laws under the 
chairmanship of Dr. Justice Dhanuka appointed on 28* Feb. 1997 
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transfer of securities in addition to all intermediaries and persons associated 
with securities market. 
(iv) The Companies Act, 1956 
It deals with issue, allotment, and transfer of securities and disclosures to 
be made in public issue etc. that have already discussed in the previous chapter. 
Recapitulation 
Thus, securities trading involve purchase and sale of securities in stock 
exchange. However, the entry of general public is prohibited on the trading 
floor. The transactions in the stock market are made through intermediaries i.e. 
brokers. The history of the stock market in India is related to the establishment 
of the East India Company as during 18* century East India Company started 
business in loan securities. During 1830' s a significant increase in the volumes 
of business was evident not only in loan but also in corporate stocks and shares. 
The need for regulation of securities market was feh after the American Civil 
War that resulted share mania of 1860-65. A special legislation to deal with 
mass failures was enacted. The Bombay Stock Exchange (established in 1875) 
is the oldest stock exchange in India. The number of stock exchanges gradually 
increased. At present there are 23 stock exchanges, which mainly regulated by 
SC (R) Act 1956. 
There are various ftmctions of the stock exchanges. They ensure liquidity of 
investments; provide ready and continuous market etc. This is the only place 
where existing securities is purchased or sold. 
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The stock exchanges initially were formed as the mutual organizations i.e. 
formed by trading members themselves for their common benefit. During that 
period it was the interest of trading members i.e. brokers which was protected 
and the investor's interests were left unprotected. The stock exchanges were 
running by the trading members themselves and for their own benefits. Now 
demutulisation of stock exchanges are proposed. 
The trading of securities in stock exchange is possible only if the 
securities are listed on it. There are certain requirements that must be complied 
with by applicant companies for being eligible for listing. Regarding stock 
exchanges various reforms have been made by SEBI. It established CLA to 
bring uniformity in the listing rules however, it has not been adequately 
empowered to perform its duties. At present, SC (R) Act, Depositories Act, 
SEBI Act and Companies Act govern securities market. 
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The securities market in the country has witnessed a tremendous growth 
during the last fifteen years in terms of number of companies, capitaUzation, 
increase in number of investors, stock exchanges, turnover, mutual fimds, etc. 
Moreover, the economic liberalization and reforms in the country have also 
acted as catalyst in the development of the securities market. It has changed the 
investment scenario in the country. The liberalized measures taken by the Govt, 
during nineties have led the process of globalization in the Indian securities 
market. It aimed at integrating the domestic and foreign markets with a 
common objective. Globalization involves reorganization of the current 
practices in the financial markets in tune with the internationally accepted 
practices. It is necessary to survive and beat the competition in the international 
market. This all bought about notable changes in the capital structure of the 
companies, gave birth to many new intermediaries, institutions in the securities 
market and created a new awareness and interest in the investment 
opportunities in the securities market among investors. With all over 
development in the securities market the trading malpractices in the market 
were also increased. The investors were considered as providers of funds and 
their interests were not taken care of, they were left as unprotected. Therefore, 
the Govt, felt the need for setting up of an apex body for the first time 
exclusively for the investor's protection and for the protection of orderly and 
healthy growth of securities market. In this chapter we will discuss the 
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constitution, management, functions and powers of SEBI. We will also discuss 
inadequacies in functioning of SEBI. 
The main drawbacks in the securities market prior to the enactment of 
Securities Exchange Board of India Act 1992 are: 
• No control over the market intermediaries. 
• No effective check on trading malpractices i.e. unfair trade practices, 
insider trading etc. 
• No regulations on substantial acquisition of securities and take over of 
companies. 
• Lack ofcontrol over primary market. 
• Lack ofcontrol over the activities of the stock exchanges 
A. Constitution of Securities Exchange Board of India 
The central govt, presenting the Union Budget for 1986-87, declared 
that for a healthy growth of capital market, investor's right must be fully 
protected, trading malpractices must be prevented and that towards this 
objective, the Govt, have decided to set up a separate board for the regulation 
and orderly functioning of the stock exchanges and securities market. Pursuant 
to this significant policy statement, SEBI was constituted by the Government 
on 12th April 1988 through an Administrative Resolution as an interim body 
under the overall administrative control of the ministry of finance. 
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The setting up of SEBI raised the hopes of an independent body, which can 
evolve and administer policies that are conducive to the interest of not only the 
capital market but also the investors and the market intermediaries. SEBI has 
acquired its statutory status on Feb 21, 1992 after the promulgation of the 
Securities and Exchange Board of India Ordinance on Jan 30,1992, 
subsequently the Ordinance was replaced by SEBI Act on April 4, 1992. 
SEBI Act 1992 (hereinafter called as Act 1992) provides that the head office of 
SEBI shall be at Bombay and SEBI may establish office at other place in India. 
(a) Departments of SEBI 
The activities of SEBI have been divided into five operational 
departments each of which will be headed by a senior official of the rank of 
executive director reporting to the chairman of SEBI. The five operational 
departments are as follows: 
(i) The Primary market policy, intermediaries, SROs and Investor 
Grievance and Guidance Department 
The department looks after all policy matters and regulatory issues for 
primary market, registration, regulation and monitoring merchant bankers, 
underwriters, portfolio management services, investment advisors, debenture 
trustees and matters relating to formation, authorization, monitoring and 
regulation of SROs in the primary market including AMBI, redressal of 
investor's grievances, investor guidance and education and investor 
association. 
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(ii) The Issue management and Intermediaries Department 
It is responsible for vetting of all prospectuses and letters of offer, for 
public and rights issues, coordinating with primary market policy for framing 
rules/issuing guidance notes/clarification etc. in respect of public and rights 
issues, registration, regulation and monitoring of issues, registrars and share 
transfer agents. 
(iii) The Secondary market Policy, Operations and Exchange 
Administration, New Investment Products and Insider Trading 
Department 
It is responsible for all policy and regulatory issues for secondary market 
and new investment products, registration and monitoring of members of stock 
exchanges, administration of some of the stock exchanges, market surveillance 
and monitoring of price movements and insider trading etc. 
(iv) The Secondary market exchange Administration, inspection and 
non-member Intermediaries Department 
It looks after the stock exchanges of Madras, Gauhati, Magadh, Indor, 
Mangalore, Hyderabad, Bhubaneshwar, Kanpur, Ludhiana and Cochin, 
inspection of all stock exchanges and registration, regulation and monitoring of 
non-member intermediaries such as sub-brokers share and shops. 
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(v) Institutional Investment Department 
The institutional investment (mutual funds and foreign institutional 
investment), mergers and acquisitions Research and Publications and 
International Regulations Department will be responsible for policy, 
registration, regulation and monitoring of FIIs, domestic mutual funds, policy, 
regulations in examination of such cases, IOSCO membership and international 
regulation aspects and international relations and research publications. 
Therefore, the activities of SEBI have been divided in five departments in order 
to perform its functions properly. 
(b) Management of SEBI 
SEBI consists of nine members including its Chairman. Among them 
two members are from the officials of the ministry'of the Central Government 
dealing with finance and administration of the companies Act 1956. One 
member is fi*om the officials of the Reserve Bank . There are five other 
members of which at least three shall be the whole time members.** 
The chairman and five members are appointed by the central 
government. Remaining three members are nominated by the central Govt, and 
the Reserve Bank^ from the ministry of the central govt, dealing with 
' Substituted for 'Ministries' by SEBI (Amendment) Act, 2002,w.e.f. 29.10.02 
^ Ibid, substituted for 'and law' 
^ Ibid, substituted for the 'RBI constituted under section 3 of RBI Act, 1934 (2 of 1934) 
•* Ibid, substituted, prior to its substitution, clause (d) read as under... 
'(d) Two other members' 
' Substituted for 'Reserve Bank of India', Ibid 
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finance^and administration of the companies Act'1956 and one from the 
Q 
officials of the Reserve Bank. 
Regarding five members appointed by central govt, the Act provides no 
guidelines to whom they will represent _ whether they will represent to public, 
investors, shareholders or stock exchanges. 
There is an overlapping between sub-section (2) and (3) of section 4 of 
the Act as sub-sections (2) of section (4) vests the superintendence, direction 
and management of the affairs of SEBI with the board. In the same tone, sub-
section (3) of section (4) also vests identical powers (excepting those 
determined by the regulations) witfi the chairman of SEBI. It further provides 
that Chairman may exercise all powers and do all acts and things that may be 
exercised or done by the board. Thus, sub-section (3) of section 4 of the Act 
vests a very broad powers to a single person i.e. chairman of board appointed 
by government, he can do all the acts which SEBI is empowered to do, then a 
question arises what is the meaning of having the representation of other 
members on the board. It may also drive a wedge between the chairman and the 
other members. 
Under section 5(2) the central government has the right to terminate the 
services of the chairman or other members at any time. This suggests that the 
Govt, had established a 'board' not 'an independent board' to regulate the 
securities market. Moreover under sections 6, 16, 17,20 and 29 of the Act the 
* Supra note 1 
' Supra note 2 
' Supra note 3 
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Govt, has substantial control over SEBI, as may be seen from the subject 
matter of the section which is given as under 
Section 6: The central government can remove any members from office in 
certain circumstances namely, when he is adjudged an insolvent or is of 
unsound mind or is convicted of an offence involving moral turpitude or has 
abused his position in the opinion of the central government.' 
Section 16: SEBI is bound by such direction on question of policy or other 
wise as the central Govt, decides. 
Section 17: If the central government is of opinion that SEBI is imable to 
function in or in persistently defaults in complying with the direction of the 
central goverrmient or if it is in the public interest to do so, the central 
government may supersede SEBI for a period not exceeding six months. 
Section 20: An appeal from the order of SEBl'^lies to central government. 
Section 29: The central government can make rules for carrying out the 
purpose of the Act. 
Therefore, the government has complete control over SEBI. 
B. Powers and Functions of SEBI 
SEBI has been entrusted with various powers under SEBI Act 1992, 
Companies Act 1956, Depositories Act 1996 and the Securities Contract 
One more ground i.e. if he 'is appointed as a director of company' lias been omitted by tiie Securities 
Laws (Amendment) Act, 1995 w.e.f. 25.1.1995 
'" Before the commencement of the Securities Laws (2"'' Amendment) Act, 1999 
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(Regulation) Act 1956. These Acts have been amended time to time to give 
additional powers to SEBI for the purpose of making SEBI more efficient to 
deal with the securities market and its participants. SEBI's primary duty is to 
promote and regulate the securities market and protect the interest of investors 
at large. The main objectives of SEBI are: 
• To control the primary market. 
• To regulate the stock exchanges 
• To administer a securities laws, rules, regulations etc and 
• To protect the interest of investors and to educate them. 
For this purposes SEBI has following powers under different Acts. 
(a) Powers under Securities Exchange Board of India Act, 1992 
SEBI has been obligated to protect the interest of the investors and to 
promote, develop and regulate the securities market by, such measures as it 
thinks fit". The Act specifically empowers SEBI to do following acts for the 
protection of investor's interest and for promotion, regulation of the securities 
market. 
(!) Regulation of business in stock exchanges 
The Act empowers SEBI to regulate the business in stock exchanges.'^ 
It is monitoring and supervising the activities of the stock exchanges. Since, 
" Section 11 (1) of SEBI Act, 1992 
" Ibid, Section 11 (2) (a) 
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SEBI has been entrusted with the statutory powers it has made many 
reforms regarding the working of stock exchanges. It has power to inspect 
the stock exchanges to ensure that: 
• the exchange provides a fair, equitable and growing market to investors, 
• the exchanges have complied with the conditions, if any imposed on it at 
the time of renewal/grant of recognition imder section 4 of the SC (R) 
Act 1956, 
• the exchange's organisation, systems and practices are in accordance 
with the SC (R) Act 1956 and rules framed there under, and 
• there are adequate internal control mechanism and risk management 
systems etc. 
Therefore, SEBI's purpose of inspection is to ensure that the stock 
exchanges are working in accordance with the rules and regulations. It has 
reconstituted the governing boards of the stock exchanges on 50:50 basis i.e. 
50% brokers and 50% non- brokers for effective working of stock exchanges. 
Now there is a proposal of demutualization of the stock exchanges as discussed 
earlier. 
(ii) Registration and Regulation of market Intermediaries 
SEBI has been empowered imder SEBI Act 1992 to register and regulate 
the activities and the working of various intermediaries namely stock 
brokers, sub-brokers, share transfer agents, bankers to an issue, trustees of 
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trust deeds, registrar to an issue, merchant bankers, underwriters, portfolio 
managers, investment advisers and such other intermediaries who may be 
associated with securities markets in any manner.'^ 
The Act makes it mandatory for these intermediaries to obtain 
registration with SEBI before they can carry on business. They can buy, sell or 
deal in securities only in accordance with the conditions of the registration 
certificate obtained from SEBI. For this purposes SEBI has issued regulations 
for all intermediaries namely: 
• SEBI (stock brokers and sub-brokers) Rules and Regulations 1992 
• SEBI (Merchant Bankers) Rules and Regulations 1992. 
• SEBI (Debenture Trustees) Rules and Regulations 1992. 
• SEBI (Registrar to an Issue and Share Transfer Agents) Rules and 
Regulations 1993. 
• SEBI (Underwriters) Rules and Regulations 1993 etc. 
These regulations prescribe the conditions for grant of a registrations 
certificate, its procedure, requirement for payment of registration fee to SEBI, 
maintenance of books and records, SEBI's right of inspection of books and also 
prescribe the liability in case of default by the intermediaries. Table 1.1 and 1.2 
gives details of intermediaries registered with SEBI and exchange wise brokers 
registered with it respectively. 
" Ibid, Section 11 (2) (b) 
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Details of Intermediaries Registered with SEBI as at end of March 2003^ '* 
Table 1.1. 
2002-2003 
Registrar to an issue and share transfer 
agents, 
Category-I 
Category-II 
Bankers to an Issue 
Debenture Trustee 
Merchant Banker 
Portfolio Manager 
Underwriter 
Brokers 
Sub-brokers 
90 
53 
67 
35 
124 
54 
43 
9519 
12, 208* 
Source: SEBI Annual Report 2002-2003 
'* SEBI Annual Report 2002-03 
•As on March 31,2002 
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Exchange wise Brokers registered with SEBI 
Table 1.2 
S.No. 
1 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
Ahmedabad 
Bangalore 
Bhubaneshwar 
Kolkata 
Cochin 
Coimbatore 
Delhi 
Gauhati 
Hyderabad 
Liter Connected Stock 
Exchange (ICSE) 
Jaipur 
Ludhiana 
MPSE 
Chennai 
Magadh 
As on 31.03.02 
325 
249 
232 
992 
470 
193 
379 
194 
303 
630 
592 
300 
187 
192 
200 
As on 31.03.03 
323 
245 
233 
987 
464 
182 
374 
175 
306 
630 
555 
302 
188 
186 
199 
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16. 
17. 
18. 
19. 
20. 
21. 
22. 
23. 
Manglore 
Mumbai 
NSE 
OTCEI 
Pune 
Saurashtva Kutch 
UPSE 
Vadodara 
138 
660 
1065 
902 
196 
446 
520 
322 
116 
665 
1036 
883 
197 
436 
518 
319 
Source: SEBI Annual Report 2002-2003. 
(iii) Registration and Regulation of Collective Investment Schemes 
Including Mutual Funds 
SEBI Act authorized SEBI to regulate all collective investment sachems 
including mutual funds. Prior to SEBI Act, the mutual funds were governed by 
a set of guidelines issued by RBI (which were applicable only to the mutual 
funds sponsored by banks) and the Office of the Controller of Capital Issues. 
SEBI framed the regulations'^for mutual funds in Feb 1993, which provides a 
formal regulatory framework for all mutual funds in the country for the first 
time. Table 1.3 provides details of mutual funds registered with SEBI. 
' ' SEBI (Mutual Funds) Regulations, 1993 
• Public Sector Mutual Funds include UTI Mutual Funds. 
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Mutual funds registered with SEBI 
Table 1.3 
Sector 
Public sector 
Private sector 
Total 
As on 31.03.2002 
8 
29 
37 
As on 31.03.2003 
g* 
29 
38 
Source: Annual Report 2002-2003. 
Note: Public sector mutual funds include UTI mutual fund. 
(iv) Promotion and Regulation of SROs 
The power to regulate and promote the SROs is entrusted to SEBI under 
SEBI Act.'^ Pursuance of these powers SEBI is encouraging and regulating the 
activities of the SROs. SEBI is encouraging the stock exchanges to become an 
effective responsible self-regulatory organisation with a greater degree of 
accountability so that they can play an effective role in regulating their 
members, making their members directly accountable for their activities, help 
them in maintaining ethical standards. To further the goal of self-regulation in 
the stock exchanges in the area of monitoring for detection of abuses and 
enhancing their capabilities of detecting malpractices and manipulation, SEBI 
had directed the stock exchanges to set up surveillance cells in the stock 
exchanges. It will independently report to the executive director of the 
' Supra note 11, Section 11 (2) (d) 
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exchange. Thus the stock exchanges, as a part of market surveillance, have 
started administering trade halls, imposing price bands, deactivating brokers, 
trading terminals and suspending the trading in scrip in appropriate cases. But 
SEBI has supervision right over the exchanges. Thus these self-regulatory steps 
taken by the stock exchanges under active over sight of SEBI have improved 
market stability and integrity to some extent. There are three SROs registered 
with SEBI. 
• Association of Merchant Bankers of India (AMBI). 
• Association of Mutual Funds of India (AMFI). 
• Registrars Association of India (RAIN) 
(v) Prohibition of Fraudulent and Unfair Trade Practices 
SEBI has power to prohibit the fraudulent and unfair trade practices 
prevailing in the securities market. It notified on Oct 25, 1995 regulations 
'^prohibiting fraudulent and unfair trade practices relating to securities markets. 
These regulations for the first time empowers SEBI to investigate violations 
committed by any person including investors, issuers or intermediary 
associated with the securities market. The regulations now have been replaced 
by SEBI (UTP) Regulations 2003. 
" SEBI (Prohibition of Fraudulent and Unfair Trade Practices) Regulations, 1995 
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(vi) Promotion of Investors Education and Training of 
Intermediaries 
In pursuance of the powers imposed on SEBI, it is conducting various 
seminars, and programs for the purpose of educating the investors. The 
significance of investor education has become important in the lights of recent 
liberalization and introduction of free pricing for the issue of securities. SEBI 
has taken following steps for the purpose of educating the investors.'^ 
• It distributed the booklet titled "A Quick Reference Guide for Investors" 
to the investors. 
• It issued a series of advertisements, public notices in national as well as 
regional newspapers to educate and caution the investors regarding 
collective investment schemes. 
• It registered some investor's association and organized seminars for 
educating investors on various topics of capital market. 
• Recently it launched the nation-wide securities market awareness 
campaign'^to educate the investors. 
(vii) Prohibition of Insider Trading 
Under SEBI Act it is the duty of SEBI to prohibit insider-trading 
prevailing in the securities market. For this purpose it has issued SEBI (Insider 
Trading) Regulation, 1992. Prior to these regulations there was no regulation in 
" SEBI Annual Report 2001-02 
" On Jan 17,2003 at Vighyan Bhawan, New Delhi 
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the country to prevent the insider trading. The regulations made insider trading 
a criminal offence punishable with the provisions under SEBI Act. 
(viii) Regulation of substantial Acquisition of Shares and Take Over 
of Companies 
Takeovers have been playing an increasingly important role in the 
corporate growth strategies. SEBI Act empowers SEBI to regulate the 
substantial acquisition of shares and the takeovers of companies. In accordance 
of these powers it has notified SEBI Substantial Acquisition of Shares and 
Takeover Regulations 1994 in Nov. 1994. The purpose of these regulations is 
to make the takeover process more transparent and to protect the interest of 
minority shareholders. The regulations also provide for substantial acquisition 
of shares through a process of negotiation, open market operations and bail out 
takeovers for financially weak companies. The above regulations are now 
replaced by SEBI (Substantial Acquisitions of Shares and Takeover) 
regulations 1997. During 2002-03, 83 cases were referred for adjudication 
under section 15 of SEBI Act for violation of SEBI (substantial Acquisition of 
shares and takeover) regulation 1997 and a total of Rs.73, 95,000/- was 
received towards monetary penalties. 
(ix) To undertake inspection and conduct inquiries 
SEBI has been empowered under SEBI Act to undertake inspection and 
conduct enquires of the intermediaries of the securities market and the SROs of 
the market. The purpose of such inquiries and inspections is to ensure that the 
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market intermediaries and the SROs are working in accordance with rules and 
the regulation. For this purpose SEBI is inspecting the working of stock 
exchanges brokers, portfolio managers, underwriters, merchant bankers etc. for 
time to time. 
(x) Levy of fees or other charges 
SEBI Act empowers SEBI to levy the fees and other charges for the 
purpose of doing the above acts. Table 1.4 gives details of the fee and other 
charges received by SEBI. 
Details of fees and other charges received by SEBI 
Table 1.4 
S.No. 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
Items 
Offer documents & prospectus filed 
Merchant Bankers 
Underwriters 
Portfolio managers 
Registrar to an issues & Share Transfer 
Agents 
Bankers to an Issue 
Debenture Trustees 
Fees received 
in 2001-2002 
(Rs. in Lakh) 
126.40 
64.23 
25.00 
62.25 
19.40 
13.70 
30.90 
Fee received 
in 2002-2003 
(Rs. in Lakh) 
105.6 
212.70 
54.00 
115.00 
5.95 
12.50 
10.00 
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8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 
22. 
23. 
^Ue, 4 SS^S o^ 
Takeover Offer Documents Filed 
Mutual Funds 
Stock Brokers & Sub-Brokers 
Foreign Institutional Investors 
Sub-Account, FIIs 
Depositories 
Depositories Participants 
Venture Capital Funds 
Custodian of Securities 
Approved Intermediaries Under 
Securities Landing Schemes 
Penalties 
Collective Investment Schemes 
Credit Rating Agencies 
Listing Fee Contribution from Stock 
Exchanges 
Foreign Venture Capital Funds 
Derivatives 
TOTAL 
76.25 
145.75 
8,079.44 
408.32 
174.01 
20.00 
77.70 
6.25 
65.00 
44.79 
97.14 
5.00 
-
186.50 
5.67 
104.73 
9,838.43 
JCeattUi<to« 
252.85 
143.25 
10,003.56 
338.79 
113.13 
20.00 
69.14 
46.50 
50.00 
29.21 
101.45 
0.25 
12.00 
194.02 
21.85 
144.59 
12,056.34 
Source: Annual Report 2002-2003. 
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(xi) Conduct Research 
Research plays a very important role in regulating body of an emerging 
market. The Act empowers SEBI to conduct research. The research department 
xmdertook several initiations for enhancing role of research inputs in policy 
making of SEBI. The research department in collaboration with the NCAER 
had undertaken many investors survey in 2000-01. 
(I) Extension of Powers by Securities Laws (Amendment) Act, 1995 
The Securities Laws (Amendment) Act 1995 (herein after referred as 
Act 1995) has comprehensively amended SEBI Act. The Act 1995 gives 
additional powers to SEBI, which are as follows: 
(1) To cover more intermediaries 
Section 11(2) has been amended so as to bring in its net some more 
intermediaries in the securities market. Now SEBI has been empowered by the 
Act 1995 to register and regulate the working of the venture capital funds, 
depositories, custodians of securities, foreign institutional investors and credit 
rating agencies. Therefore, the new inserted clause (ba) covered the 
intermediaries that were left out in clause (b) of SEBI Act. Further the newly 
inserted sub-section (lA) of section 12 made it mandatory for the 
intermediaries mentioned in clause (ba) to obtain registration certificate from 
SEBI before buying, selling or dealing in securities. Moreover it authorized 
SEBI to specify the other intermediaries by notification that will come under its 
regulatory control. Similarly, now sub-section (IB) provides that no person 
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shall sponsor or cause to be sponsored or carry on or cause to be carried on any 
venture capital fluids or collective investment schemes including mutual funds, 
unless he obtains a certificate of registration from the Board in accordance with 
the regulations. 
SEBI under clause (ba) has also been empowered to call from or to 
furnish to any agency to be specified by it in this behalf, such information as 
may be considered necessary by SEBI, for the efficient discharge of its 
functions. 
(2) Powers of Civil Court vested in SEBI 
A new sub-section (3) has been inserted in section 11 by Act 1995, 
which conferred on SEBI the powers of Civil Court under the Civil Procedure 
Code, 1908. The Act 1995 further amended clause (i) of sub-section (2) of 
section 11, by inserting therein mutual funds. The powers inserted by new sub-
clause (3) are very important for effective working of SEBI. The powers 
conferred on SEBI under clause (i) of sub-section (2) of section 11 are almost 
similar to the powers, which are exercised by the Court. For the purpose of 
making SEBI efficient to exercise these powers it has been entrusted with the 
powers of Civil Court. Table 1.5 gives the details of the provisions of the CPC, 
which would seem to apply in this regard. 
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Details of provisions of CPC, which SEBI is authorized to exercise 
Table 1.5 
Section/Order 
S.27 
S.28 
S.29 
S.30 
S.31 
S.32 
0.5 
0.11 
0.13 
0.16 
0.16A 
0.17 
0.18 
0.19 
0.26 
Title 
Summons to defendants 
Service of summons where defendant resides in another state 
Service of foreign summons 
Power to order discovery and the like 
Summons to witness 
Penalty for default 
Issue and service of summons 
Discovery and inspection 
Production, impounding and return of documents 
Summoning and attendance of witnesses 
Attendance of witness confined or retained in prison 
Adjournment 
Hearing of the suit and examination of witnesses 
Affidavits 
Commissions to examine witnesses 
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SEBI can exercise above powers while trying a suit in respect of the 
following matters namely. 
• The discovery and production of books of account and other documents, 
at such place and such time as may be specified by SEBI. 
• Summoning and enforcing the attendance of persons and examining 
them on oath. 
• Inspection of any books, registers and other documents of any person 
referred to in section 12, at any place. 
(3) Regulation of companies 
Section 1 lA inserted by Act 1995 provides that without prejudice to the 
provisions of the companies Act, 1956 SEBI may for the protection of the 
investors, specify by regulations. 
• The matters relating to issue of capital, transfer of securities and other 
matters incidental there to and 
• The manner in which such matters will be disclosed by the companies. 
Now this section 11A has been substituted by SEBI (Amend) Act 2002 
which will be discussed ahead. 
Thus, SEBI under this section can make regulation without prejudices to 
the provision of the companies Act 1956. While regulating the conduct of 
companies, its regulations in this regard should be in conformity to the 
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provisions of the Companies Act 1956. The regulations should not be in 
conflict with or contrary to the provisions of the Companies Act. 
Prior to the Act 1995 the jurisdiction of SEBI was limited or restricted 
to the regulation of the securities market and its intermediaries. It had no 
authority over the companies whose securities were traded in the market. 
(4) Power to issue directions 
Prior to the inclusion of this new section IIB SEBI was issuing 
directions to various intermediaries under the regulations framed by it, which 
were challenged by the parties. Legal validity of the regulations was challenged 
on the ground that the regulations cannot go beyond the provisions of SEBI 
Act, as there was no authority expressly provided in SEBI Act to issue 
directions to the intermediaries. 
Now section 1 IB of SEBI Act specifically empowers SEBI to issue 
directions to the intermediaries mentioned in section 11, if after making 
enquiry, it satisfied that it is necessary: 
• in the interest of investors, or orderly development of the securities 
market, or 
• to prevent the affairs of any intermediary or other persons referred to in 
section 12 being conducted in a manner detrimental to the interest of 
investors or securities market, or 
• to secure proper management of any such intermediary or persons. 
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(5) Power to impose penalties 
The insertion of chapter VI A is most significant amendment made by 
the Act 1995. It empowers SEBI to impose penalty on those who contravene 
the provisions of the Act or the rules or regulations made there under. This 
chapter VI A further amended by SEBI (Amendment) Act 2002 which 
extended the penalties already provided and also inserted some new sections to 
this chapter. Table 1.6 gives details in this regard. 
Details of penalties that may be imposed by SEBI 
Table 1:6 
•ction 
A (a) 
A{b) 
A(c) 
B 
Default 
Failure to furnish any document return or 
report required by Act, rules & Regulation 
Failure to file any return of furnish any 
information, books or other document 
within the prescribed time under the 
regulations 
Failure to maintain books or records 
Failure by an intermediaries to enter into 
agreement with his client 
Persons liable 
Whoever commits the failure 
Whoever commits the failure 
Whoever commits the failure 
The intermediary who is 
required to enter into agreement 
under Act, rules and regulations 
but failed to do so. 
Maximum penalties 
One lack per day or one 
crore which every 
less.'" 
One lakh per day of 
delay or Rs. One crore 
whichever is less.^' 
Per day Rs. One lakh or 
one crore which ever 
less." 
One Lakhs per day or 
one crore which ever it 
less.^' 
Substituted for 'a penalty not exceeding one lakh and fifty thousand rupees for each such failure' by 
SEBI (Amendment) Act, 2002, w.e,f 29.10.2002 
Ibid, Substituted for 'a penalty not exceeding five thousand rupees for every day during which such 
failures continues' 
Ibid, Substituted for a 'penalty not exceeding ten thousand for every day during which the failure 
continues' 
^' Ibid, Substituted for a 'penalty not exceeding five lakh for every such failure' 
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15 C 
15 D (a) 
15D(b) 
15D(c) 
15D(d) 
15D(e) 
15D(0 
Failure to redress grievance of investors 
within prescribe period 
Failure to obtain a registration certificate for 
sponsoring or carrying on any collective 
schemes including mutual funds from SEBI 
Failure to comply with the terms and 
conditions of registration for collective 
investment including mutual funds. 
Failure to make an application for listing or 
a collective investment scheme as provided 
for in the concerned regulations. 
Failure to dispatch unit certificate to the 
holders of the units under any collective 
investment scheme including mutual funds 
in the manner provided for in the concerned 
regulation 
Failure to refund application money to the 
investors within the prescribed period. 
Failure to invest money collected in the 
manner or neither the prescribed period by 
Any listed company^* or 
intermediary who is required by 
board to redress grievances but 
failed to do so. 
Whoever commits the default 
Any registered collective 
investment scheme including 
mutual funds for sponsoring or 
carrying or any investment 
scheme committing default 
Any registered collective 
investment scheme including 
mutual funds who commit the 
default 
Any registered collective 
investment scheme committing 
the failure 
Any registered collective 
investment scheme including 
mutual funds committing the 
default 
Any registered collective 
investment scheme including 
One Lakh per day or 
one crore which ever is 
less." 
One lakh per day or one 
crore whichever is 
less.^ * 
One lakh per day or one 
crore whichever is 
less." 
One lakh per day or one 
crore which ever is 
less.^' 
One lakh per day or one 
crore whichever is 
less.'' 
One lakh per day or one 
crore whichever is 
less.'" 
One lakh per day or one 
crore whichever is 
^*Ibid, Substituted, Prior to its substitution, section 15C read as under 
"If any person, who is registered as an intermediary, after having been called upon by the Board in 
writing to redress the grievances of investors, fails to redress such grievance, he shall be liable to a 
penalty not exceeding ten thousand rupees for each such failure." 
^^Ibid, 
'* Ibid, Substituted for 'a penalty of rupees ten thousand per day of default or rupees ten lakh 
whichever is higher' 
' ' Ibid, Substituted for 'a penalty of rupees ten thousand per day of default or rupees ten lakh 
whichever is higher' 
^^Ibid, Substituted for 'a penalty not exceeding five thousand rupees per day of default or rupees five 
lakh whichever is higher' 
^' Ibid, Substituted for 'a penalty not exceeding one thousand rupees per day of default' 
^^  Ibid, Substituted for 'a penalty not exceeding one thousand rupees per day of default' 
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15 E 
15 F (a) 
15 F (b) 
15F(c) 
15G(i) 
15 G (ii) 
15G(iii) 
15H(i) 
concerned regulations. 
Failure by registered asset management 
company of a mutual fund to comply with 
any regulations governing its activities. 
Failure to issue contract rates in the form 
and manner specified 
Failure by stock broker to deliver to the 
investor any security or make payment of 
the amount due to him. 
Charging by stock broker, brokerage in less 
of the rate prescribed by the regulations. 
Dealing by an insider either on his own 
behalf or on behalf of any other person in 
securities of a body corporate on any stock 
exchange on the basis of any unpublished 
price sensitive information. 
Communicating by an insider, any 
unpublished price sensitive information to 
any person with or without his request for 
such information except as required in the 
ordinary course of business or under any 
law. 
Counseling or procuring by an insider, to 
any other person to deal in securities of any 
body corporate on the basis of any 
unpublished price sensitive information. 
Failure to disclose the aggregate of 
mutual fund. 
The registered asset management 
company. 
The stock broker committed 
default 
The concerned stock tooker 
The concerned stock broker 
Concerned insider 
Concerned insider 
Concerned insider 
Any person who is required to 
less." 
One lakh per day or one 
crore whichever is 
less." 
Five times the amount 
for which the contract 
rate was required to be 
issued. 
One lakh per day or one 
crore whichever is 
less." 
One lakh per day or one 
crore whichever is 
less." 
Twenty five crore Rs. 
Or three times the 
amount of profit made 
by insider trading 
whichever is higher.^' 
Twenty-five crore Rs. 
Or three times the 
amount of profit made 
by insider trading 
whichever is higher.^ * 
Twenty-five crore Rs. 
Or three times the 
amount of profit made 
by insider trading 
whichever is higher." 
Twenty-five crore or 
" Ibid, 
" Ibid, 
" Ibid, 
" Ibid, 
''Ibid, 
^' Ibid, 
" Ibid, 
Substituted for 'a penalty not exceeding five lakh rupees for each such failure' 
Substituted for 'a penalty not exceeding five lakh rupees for each such failure' 
Substituted for 'a penalty not exceeding five thousand rupees per day of default' 
Substituted for 'a penalty not exceeding five thousand rupees, 
Substituted for 'a penalty not exceeding five lakh rupees' 
Substituted for 'a penalty not exceeding five lakh rupees' 
Substituted for 'a penalty not exceeding five lakh rupees' 
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15 H (ii) 
15 H (Hi) 
15 H (iv) 
15 HA 
shareholding in a body corporate before he 
acquires any shares in the body corporate. 
Failure to make public announcement to 
acquire shares at a minimum price 
Failure to make a public offer by sending 
letter of offer to the shareholders of the 
concerned company.^ 
Failure to make payment of consideration to 
the shareholders who sold their shares 
pursuant to letter of offer/' 
Indulging in fraudulent and unfair trade 
practices relative to securities/^ 
disclose under the Act, rules or 
regulations. 
Any person who is required of 
the Act, rules or regulation to 
make such public 
pronouncement. 
Any person who is required 
under the Act rules or regulation 
to make public offer to the 
shareholders 
Any person who is required 
under Act, rules, regulation to 
make payment in this regard. 
Any person who was indulged 
three times the amount 
of profit made by such 
failure.'' 
Twenty-five crore or 
three times the amount 
of profit made by such 
failure.^' 
Twenty-five crore or 
three times the amount 
of profit made by such 
failure. 
Twenty-five crore or 
three times the amount 
of profit made by such 
failure. 
Twenty-five crore or 
three times the amount 
of profit made by such 
failure. 
For the purpose of imposing the above penalties SEBI will appoint any 
of its officer not below the rank of division chief to be an adjudicating officer."*^  
II. Extension of powers by SEBI (Amendment) Act, 2002 
SEBI (Amendment) Act 2002'*'* (herein after referred as SEBI Act 2002) has 
substantially amended SEBI Act 1992 by inserting many new provisions. SEBI 
Act 2002 conferred additional powers on SEBI for the purpose of making it 
40 
Ibid, Substituted for 'a penalty not exceeding five lakh rupees' 
Ibid, Substituted for 'a penalty not exceeding five lakh rupees' 
Inserted, Ibid 
"'inserted, Ibid 
*^ Inserted, Ibid 
"' SecUon 15-1 of SEBI Act, 1992 
""w.e.f. 29.10.2002 
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efficient to execute its responsibilities as also the duties entrusted under SEBI 
Act 1992. The additional powers conferred on SEBI are as follows: 
(1) More povers under section 11 
A new clause (ia) of section 11 (2) inserted by SEBI Act 2002 has 
empowered SEBI to call for information and records from any bank or any 
other authority or board or corporation established or constituted by or under 
any central, state or provincial Act in respect of any transaction in securities 
which is imder investigation or inquiry by it. Further, SEBI Act 2002 inserted 
sub-clause (2A) of section 11 which empowers SEBI to take measures, to 
undertake inspection of any books, or registers, or other documents or records 
of any listed public company or a public company which intends to get its 
securities listed on any recognized stock exchange where SEBI has reasonable 
ground to believe that such company has been indulging in insider trading or 
fraudulent and unfair trade practices related to securities market. These powers 
of SEBI are in addition to already conferred powers under section 11(2). 
(2) Power to take interim measures 
Prior to SEBI Act 2002 SEBI's power to take interim measures was 
challenged in the Court"*^  because of lack of specific powers in this regard 
under SEBI Act 1992. Now, the newly inserted sub-section 11 (4) empowers 
SEBI to make any order, for reasons to be recorded in writing, in the interest of 
investors or securities market, to take any of the following measures, either 
"' See Anand Rathi Vs. SEBI, 2001,5, Comp.LJ (Bom.) 
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pending investigation or inquiry or an completion of such investigation or 
inquiry, namely to: 
• suspend the trading of any security in a recognized stock exchange, 
• restrain persons from accessing the securities market and prohibiting 
persons associated with securities market to buy, sell or deal in 
securities, 
• suspend any office bearer of any stock exchange or SROs from holding 
such position, 
• impound and retain the proceeds or securities in respect of any 
transaction that is under investigation, 
• attach, after passing of an order or an application made for approval by 
the judicial magistrate of the first class having jurisdiction, for a period 
not exceeding one month, one or more bank account or accounts of any 
intermediary or any person associated with the securities market in any 
manner involved in violation of any of the provision of this Act, or the 
rules or the regulations made there under. Only the bank account or 
accounts etc. actually involved in violation can be attached by SEBI, and 
• direct any intermediary or any person associated with the securities 
market in any manner not to dispose of or alienate an asset forming part 
of any transaction that is under investigation. 
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The powers to restrain any one from disposing or alienating any asset, or 
impounding and retaining the proceeds or attaching the bank account may be 
exercised by SEBI in case of listed public company or public company which 
intends to get it securities listed on any recognized stock exchange if it has a 
reasonable ground to believe that such company has been indulging in insider 
trading or fraudulent and imfair trade practices relating to securities market. 
These owners are in addition to the power conferred under subsection (2) or 
rules section (2A) of section 11. 
The second proviso to section 11 (4) is more important which authorize 
SEBI to take the above measures either giving an opportunity to concerned 
person before or after taking such measures. 
Therefore, this provision does not mandatory require prior opportunity 
of hearing in every case. There may be cases and circumstances in which the 
urgency of the matter would require order to be passed in the public interest 
event before hearing is granted. Such orders cannot be challenged on the 
ground of violation of natural justice. 
(3) Regulation of new issues 
As discussed earlier a new section 11A was added by the Act 1995, 
which is substituted by SEBI Act 2002. This section empowers SEBI to 
regulate or prohibit issue of prospectus, offer document or advertisement 
soliciting money from the public for securities by issuing suitable regulations 
and also specify the conditions for that purpose. 
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(4) Investigating authority 
Section IIC inserted by SEBI Act 2002 empowers SEBI to direct any 
person in writing to investigate the mater where the board has a reasonable 
ground to believe that the transactions in securities are being dealt with in a 
manner detrimental to the investors or the securities market or any intermediary 
or any person associated with the securities market has violated any of the 
provision of this Act or the rules or the regulations made or direction issued by 
it. These powers are without prejudice to the section 235 to 241 of the 
companies Act, in regard to inspection of companies and investigation of their 
affairs. Under the section 11C the investigating authority has been conferred 
vast powers to enforce and ensure effective investigation. 
(5) Power to cease and desist actions 
New section 11D has empowered SEBI to pass an order requiring a 
person to cease and desist from committing or causing violation where the its 
fmds after an inquiry that such person has violated or is likely to violate any 
provisions of this Act, rules or regulations made there under. But such orders 
can be passed against a listed public company or a public company intending to 
get it securities listed where SEBI has reasonable ground to believe that such 
company has indulged in insider trading or market manipulation not in case of 
other violations. 
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(b) Powers under Securities Contracts (Regulation) Act, 1956 
Powers of SEBI under SC (R) Act 1956 have already been discussed in 
previous chapter. 
(c) Powers under Companies Act, 1956 
The administration of companies Act is vested in Central govt. But most 
of these powers have already been delegated to the authorities created under 
different Acts. The main authorities concerned with the administration of the 
Companies Act are as follows: 
• Registrar of companies 
• Central govt, and SEBI. 
The provision contained under sections 55 to 58, 59 to 81 (including 
sections 68A, 77A, 89A), 108, 109, 110, 112, 113, 116, 117, 118, 119, 120, 
121, 122, 206; 206A and 207 shall be administered by SEBI if the following 
conditions are satisfied. 
• The provisions under the above sections are related to issue and transfer 
of securities and non-payment of dividend, 
• They are related to the listed public companies or 
• The public companies, which intend to get their securities, listed on any 
recognized stock exchange. 
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Therefore, if the above provisions are not related to the issue and transfer of 
securities and the non-payment of dividend they will be administered by the 
central govt, or the registrar of companies, SEBI under the above provisions 
have very limited powers. 
SEBI also has power to file prosecution imder S.621 against the persons 
violated the laws, rules and regulations. 
(d) Power under Depositories Act, 1996 
The Depositories Act is administered by SEBI. The Depositories Act 
expressly provides the following powers to SEBI. 
(i) Power to give certificate for commencement of business to 
depositories 
Section 3 of Depositories Act empowers SEBI to grant certificate for 
commencement of business to the depositories if it satisfied that the depository 
has adequate system and safeguard to prevent manipulation of records and 
transactions. Under this Act it is prohibited for any depository to act as 
depository unless in obtains a certificate for commencement of business from 
SEBI. 
(ii) Power of SEBI to call for information and enquiry 
The Depositories Act has empowered SEBI to call upon any issuer 
depository, participants or beneficial owner to fiimish in writing such 
information relating to the securities held in a depository as it may require 
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where it is satisfied that it would be in the interest of public or in the interest of 
investors. Further, SEBI may authorize to any person to make an inquiry or 
inspection in relation to the affairs of the issuer, beneficial owner, depository, 
or participants. The report of such inquiry and inspection shall be submitted to 
SEBI within the prescribed period.'*^ 
(iii) Power of SEBI to give directions 
SEBI has power to give directions to any depository or participants or 
any person associated with the securities market or to any issuer in the interest 
of investors or the securities market'*^  where after making an inquiry or 
inspection SEBI satisfied that it is necessary in the interest of investors or 
orderly development of securities market or for the purpose of preventing the 
affairs of any depository or participant being conducted in the manner 
detrimental to the interest of investor or securities market. 
(iv) Power of SEBI to make regulations 
The Depositions Act empowers SEBI to regulate the business of the 
depositories by issuing the suitable regulations'**. 
"* Section 18 of Depositories Act, 1996 
"'Section \9,/bid 
"' Section 25, Ibid 
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C. International Organization of Securities Commission's 
Standard for a Regulator: How far achieved by SEBI? 
The IOSCO'S new version of the "Objectives and Principles of 
Securities Regulation" '*'has set a standard for a regulator. It has laid down 
some principles against which progress towards effective regulation can be 
measured. These principles relating to the regulator are as follow^": 
• The responsibilities of the regulator should be clear and objectively 
stated. 
To some extent this principle has been achieved as SEBI's responsibilities, 
its jurisdiction and its duties has been provided under SEBI Act. However, in 
our country there are five main regulators i.e. SEBI, DCA, RBI, DEA and the 
ROC. Though their duties and responsibilities have been divided but many 
times it creates confusion. As discussed earlier, it is the duty of SEBI to protect 
the interest of investors and to promote and regulate the securities market. It 
administers the Depositories Act, under SC(R) Act it exercises powers 
concurrently with Govt., under Companies Act SEBI has power to administer 
certain provisions as discussed earlier so far as they related to the issue, transfer 
of securities and the non-payment of dividend in other case they may be 
administered by central govt, and the ROC. Thus, despite division of 
responsibilities amongst the regulators they are not very clear. 
"' Released in Feb. 2002 
^° Indian Securities Market: A Review, Sep. 2000, NSE 
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• The regulator should be operationally independent and accountable in 
the exercise of its functions and powers. 
As discussed, the management of SEBI is totally under the control of 
central govt. However, enormous powers have been conferred on SEBI under 
SEBI Act. It has the power to discipline market participants and develop 
market without recourse to central Govt, At the same time SEBI is accountable 
to the parliament. In certain circumstance SEBI can be superceded by the 
central govt, it can also issue directions to SEBI in policy matters. 
• The regulator should have adequate powers, proper resource and the 
capacity to perform its functions and exercise it powers. 
SEBI Act has conferred on SEBI wide powers namely, power to register 
and regulate the market intermediaries, to investigate the affairs of the 
intermediaries and the persons related to securities market, power to issue 
directions, power to make regulations, power to impose monitory penalty 
power to suspended or cancel the registration certificate in case of violations 
etc as discussed. As far as capacity to perform its functions is concerned it had 
217 officers and 147 staff members^' in various grades that is diminutive 
keeping in view the powers and functions it has to perform. 
• The regulator should adopt clear and consistent regulatory processes. 
' ' SEBI Annual Report 2002-03 
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SEBI in the formulation of policy consults public and the regulated. The 
regulations framed by SEBI are published in the gazette of India. The 
regulations are also laid before the parliament. 
• The staff of the regulator should serve the highest professional 
standards, including appropriate standard of confidentiality. 
The staff members of SEBI required to undertake and declare fidelity 
and secrecy in terms of the service regulations prescribed for them. They also 
have to follow a code of conduct specified for them under the regulations. 
D. Achievements of SEBI 
After formation of SEBI (particularly after obtaining statutory status in 
1992) its progress in different fields of securities market is remarkable. 
Regarding the position of securities market M.Robert^ ^ rightly stated that it was 
law of the jungle that has been prevailing in the Indian securities market before 
the formation of SEBI", After its formation SEBI introduced various reforms in 
primary as well as secondary market for the purpose of improving market 
efficiency, enhancing transparency, preventing unfair made practices, and 
bringing the market up to international standard. SEBI has twin objectives to 
protect the interest of investor and to promote and regulate the securities 
market. Thus, it is the duty of SEBI to keep a balance between its two objects 
that is not an easy task. 
SEBI's achievements are as follows: 
^^  M Robert- SEBI and Investor Protection 
165 
\JixM <iL &&K&3 <1A> UveaiuaCo« 
(a) Improved disclosure standards 
SEBI after its establishment has made several reforms for the purpose of 
improving the disclose standard in the prospects, offer document, 
advertisements, deemed prospectus etc. As discussed, as a part of liberalization 
process the Capital Issues (Control) Act, 1947 was repealed in May 1992. After 
abolition of CCI Act Govt.'s control over issue of securities, pricing of issues, 
fixing of premia and rates of interest on debentures ceased. The Office of 
Controller of Capital Issues has also aborted and the market was allowed to 
allocate resources to competing uses. These reforms resulted in a significant 
growth in the primary market. The qualitative growth of the market and the 
freedom to price issues, had also raised question about the quality of issues 
entering the market. Thus soon after the abolition of the CCI Act, SEBI issued 
Guidelines for Disclosure and Investor Protection on June 11, 1992. 
These guidelines generally cover the eligibility norms for making issues 
of securities both public and right at par and at premium by various types of 
companies. These guidelines aim to secure filler disclosure of relevant 
information about the issuer and the nature of the securities to be issued so that 
an investor can take informed decision. The guidelines required that the 
concerned intermediaries or issuers observe high standards of integrity and fair 
dealing, complying with all the requirements with due skill and diligence and 
cave and disclose the truth. Under guidelines the issues are required to disclose 
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all the material 'risk factors' in their respects and also the justification for the 
pricing of the securities. 
The issuers are required to give information regarding unusual or 
infrequent events or transactions, significant economic changes that materially 
or are likely to effect the income from continuing operations, the distribution of 
turnover among such segment in which the issue operates, the status of any 
publicity armounced product or venture, the seasonal variation in the issues 
business, the concentration of business with a small nimiber of suppliers or 
customers and issues perception of competitive conditions, cost and 
technological conditions in their segment of industry. They are also required to 
furnish a list of the persons constituting the promoters or promoter's group to 
SEBI. SEBI placed a responsibility on the lead managers to give a due 
diligence certificate, stating that's they have examined the prospectus, they find 
it in order and that I brings out all the facts and does not contain anything 
wrong or misleading. 
SEBI has also directed to the stock exchanges to amend the listing 
agreement for the purpose of continued disclosure by the listed companies. 
(b) Improved operational efficiency of market Intermediaries 
SEBI has improved the fimctioning of market participates a lot. SEBI 
has issued regulation for each intermediary. These regulations prescribed 
capital adequacy and other norms for them. A code of conduct to observe high 
standards of integrity and fairness in all his dealings with their clients has also 
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been prescribed for each intermediary. For the purpose of ensuring the 
compHance of these regulations SEBI has the authority of monitoring and 
inspecting their operations and to impose penalty or the defaulters. 
(c) Market Surveillance and Investigation 
A market surveillance division has been set up by SEBI in July 1995. 
This division plays an important role in insuring stability and integrity of the 
markets. This division keeps a close watch over the activities of the stock 
exchange. This division mainly has the following functions: 
• Policy formulation for introduction of surveillance systems at stock 
exchanges to bring integrity and stability in the Indian securities market. 
• Overseeing the surveillance activities of the stock exchanges including 
the monitoring of market movements by them. 
• Inspecting of such surveillance functioning of the stock exchanges. 
Hence, it has a close watch over the activities of the stock exchanges. Based 
on its online and off line surveillance activities SEBI carried out investigation 
with a view to examine the alleged violations such as price manipulation, 
creation of artificial market, insider trading, public issue related irregularities 
and other misconduct as well as to gather evidence and identify persons or 
entities behind these irregularities and violations. 
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(d) Globalization of securities Market 
One of the significant developments of the securities markets in the 
country was the entry FIIs. The policy announcement in this regard was made 
by the Govt, in the Budget for the year 1992-93 and the Guidelines were issued 
by the Govt, on Sep. 14, 1992. Thus, FIIs have been allowed to invest in have 
been allowed to invest in Indian securities market since Sept 1992. Under the 
guidelines for FIIs they are required to be registered with SEBI and also obtain 
general permission under the Foreign Exchange Regulation Act 1973 from the 
RBI. SEBI has authority regulate the business of the FIIs^ .^ SEBI has also 
issued regulations for FIIs.^ '* Foreign Brokers have also been allowed to act on 
behalf of FIIs registered with SEBI in terms of the guidelines for foreign 
brokers issued in Nov 1993. The foreign brokers are allowed only to act as 
agents of their clients and not as a principal and are required to route all 
transaction through a member of stock exchange in India. Since 1993 the 
investment of FIIs in Indian securities market is gradually increasing which 
reflects their level of confidence in the securities market Table 1.7 shows 
yearly trend in FII investment in Indian Securities market. 
"Under SEBI Act 1992 
'" SEBI (FII's) Regulations, 1995 
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Details of investment of FIIs in Indian securities market 
Table 1.7 
Year 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
Total 
Gross purchase 
Rs.(crore) 
17.4 
5592.5 
7631.0 
9693.5 
15553.9 
18694.7 
16115.0 
56855.5 
74050.7 
49920. 
47061.3 
361185.7 
Gross sales (Rs. 
Crore) 
4.0 
466.3 
2434.8 
2751.6 
6979.4 
12734.2 
17699.4 
46733.5 
64116.4 
41165.0 
44372.7 
239860.2 
Net investment 
(Rs. Crore) 
13.4 
5126.2 
4796.0 
6942.0 
8574.2 
5957.4 
1584.4 
10121.9 
9934.3 
8755.2 
2688.6 
61325.6 
Source: SEBI's Annual Report of Various Years 
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(e) Enhancing investor's confidence and awareness 
Under SEBI Act it is the duty of SEBI to protect the interest of 
investors. It is continuously making reforms for the purpose of protecting the 
interest of investments and enhancing their level of confidence in the market. It 
has made various norms for ensuring transparency and better disclosure 
practices. It has directed to stock exchanges to take strict actions against the 
companies not complying the listing agreement that requires the continuous 
disclosure by the listed companies. It has also directed to SEs to have investor 
grievances cell and service centers for investors to able them to have a forum 
for recording and counseling on their grievances and to get other information 
regarding rules, regulations, govt, policies etc. SEBI itself has an investor 
grievance processing mechanism. SEBI in its all offices have a standard 
complaint format which is also available on SEBI website for the convenience 
of investors. After receiving complaints from the investors SEBI takes up these 
complaints with the concerned companies. In case of default by companies in 
solving these complainants the enforcement division takes the appropriate 
actives against them. Table 1.8 gives the detail of such complaints received by 
SEBI and resolved by it. 
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Details of complaints received and resolved by SEBI 
Table 1.8 
Year 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-203 
Total 
Grievances 
Received 
18794 
129111 
713773 
1229853 
1606331 
1606331 
2335232 
2434364 
2629882 
2711482 
2748916 
Grievances 
Resolved 
4061 
27007 
366524 
718366 
1034018 
1034018 
2142438 
2269665 
2501801 
257219 
2611101 
Redressal Rate 
21.61 
20.92 
51.35 
58.41 
64.37 
80.38 
91.74 
93.24 
95.13 
94.86 
94.99 
Source: SEBI's Reports Of Various Years 
The table shows that the redressal rate of complaints by SEBI is almost 
increasing gradually in different years. 
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SEBI is also granting registration to investor's association, the role of 
these associations are to take up investor complaints, raise issues which may 
effect interest of investor and to educate and create awareness amongst the 
investors about the securities market. The associations, which are registered 
with SEBI are as follows: 
• Consumer education and Research society, Ahmedabad, 
• Consumer Unity and Trust Society, Jaipur, 
• Ghatkapar Livestor's Welfare Association, Mumbai, 
• Investor's Grievance Forum. Mumbai, 
• Jagrut Grahak Mandal, Patau (Gujarat), 
• Kolhapur Investor's Association, Kolhapur, and 
• Midas Touch Investor's Assocation, Kanpur. 
(f) Improved trading standards in secondary market 
The reforms made by SEBI in this regard have already been discussed in 
previous chapter. 
(g) Improved corporate Governance Practices 
SEBI has improved the corporate governance practices. For this purpose 
SEBI has set up a committee under the chairmanship of Kumar Manglam Birla, 
a member of SEBI board, to promote and raise the standard of corporate 
governance. Pursuing the recommendations of the committee SEBI had 
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directed to stock exchanges to amend the listing agreement to include a new 
clause on corporate governance to be adhered by the listed companies. The 
broad areas in which code for corporate governance is sight to be implemented 
are composition of board of directors, constitution and functioning of audit 
committees, remuneration of directors, disclosure requirements, compliance 
report on corporate governance, and compliance certificates. 
E. Indian Securities Market Before and After 1992 
1992 
No specific regulator for regulating 
securities market. Central government, 
over sight. No body for investor 
protection. 
Lack of control over intermediaries. 
Issuers were not allowed to access the 
securities market without having 
permission fi-om central Govt. 
No access to international market 
Very little emphasis on corporate 
governance and disclosure 
2004 
SEBI, a specified regulator for 
securities market and investors 
protection 
SEBI is registering and regulating the 
intermediaries. They have to follow 
the regulation and code of conduct. 
Eligible issues may access the market 
after complying with the issue 
requirements. No need of Govt 
permission 
FIIs are allowed to invest in Indian 
securities market at the same time 
Indian stock exchanges are allowed to 
open their trading terminals abroad. 
SEBI is giving emphasis on corporate 
governance since 1993, disclosure 
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requirements 
14 day settlement system but not 
followed always 
Form of settlement was physical 
Transfer of securities by endorsement 
on security and registration by issues. 
Trading in derivatives was not 
allowed 
Settlement system was bilateral 
Stock exchanges were working as 
clubs. 
requirements, and accounting 
standards. 
SEBI implemented rolling settlement 
system on T-2 basis. 
It is mostly electronic 
Transfers are recorded electronically 
in book entry form by depositories 
Allowed in selected securities 
Settlement through clearing house of 
the exchange or clearing corporation. 
Proposal for demutalization and 
corporatization of stock exchanges 
F. Inadequacies in functioning of SEBI 
As seen from the above discussion, that SEBI has been conferred 
enormous powers under various Acts at different stages some of them are 
directly conferred on it, some are delegated, some are exercised by it 
concurrently with government. These powers are conferred on it in order to 
make it efficient to perform its duties i.e. the protection of investor's interest 
and promotion and regulation of securities market. There are following 
inadequacies in its functioning. 
• The quality of SEBI's surveillance and investigation division is 
extremely poor. Table 1.9 gives the details of investigation taken by it 
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and matters in which investigations are completed. It shows that during 
the year 92-93 to 94-95 SEBI has given 100% result in the matters of 
investigations taken and completed as it has taken total 7 matters for 
investigation in three years. However, in the year 95-96 SEBI has taken 
60 cases for investigation but the investigations were completed only in 
18 cases. Thus, the resuh was only 30%. In this year 42 cases were 
pending for investigations. In the year 96-97 SEBI took 122 fresh cases 
for investigation and 42 cases were pending of previous year therefore, 
total 164 cases were for investigation however SEBI has completed 
investigation only in 55 cases thus, the result was 33.5% only. In this 
year total 109 cases were pending. The table 1:9 also reveals that from 
the year 95-96 to 2002-03 the total numbers of pending cases for 
investigations are increasing continuously except during the years of 98-
99 and 99-00 where the total numbers of pending cases have been 
slightly decreased i.e. in the year 98-99 it was 5 cases and in the year 99-
00 it was only 1 case. The table shows that total 657 cases were taken by 
SEBI in last ten years for investigation in which only 424 cases were 
completed therefore the result was only 64.5%. If this trend continues, 
one can guess how many cases would be pending in next 10 years? 
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Details of cases of investigations taken and completed by SEBI 
Table 1.9 
Year 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
Total 
Cases taken up for 
Investigation 
2 
3 
2 
60 
122 
53 
56 
56 
68 
111 
125 
657 
Cases completed 
2 
3 
2 
18 
55 
46 
60 
57 
46 
29 
106 
424 
Cases pending 
-
-
-
42 
109 
116 
111 
110 
132 
214 
233 
233 
Source: SEBFs Annual Reports Of Various Years 
• The functioning of SEBI during last years shows that it hesitates in 
imposing the monetary penahies on the defaulters though it has been 
adequately empowered to impose such penalties. As discussed, SEBI 
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has been authorized to regulate and monitor the intermediaries. For this 
purpose it has inspected various intermediaries. The inspection report of 
SEBI during different years reveals various irregularities in the working 
of brokers/sub-brokers like non-reporting of off-floor transactions to 
exchange, dealing with unregistered sub-brokers, non-segration of 
clients and proprietary funds etc. SEBI has ordered inquiry in 714 cases 
in which it left 394 matters after giving warning to defaulters. It 
suspended 144 defaulted brokers and cancelled registration certificates 
in 159 matters. SEBI had referred only 15 cases to adjudicating officer. 
Table 1.10 gives details of the inspection carried by SEBI to examine 
the brokers/ sub-brokers that they are working within the statutory 
framework and the actions taken by it against the defaulting brokers 
/sub-brokers. 
Table 1.11 gives the details of investigations taken by SEBI for price 
manipulations, manipulations related to issue of securities and insider trading. 
It shows that during the year of 1995-96 SEBI took 60 cases of price 
manipulation for investigation however its investigation did not found any case 
appropriate for prosecution. Table 1.12 gives the details of prosecutions 
initiated by SEBI for violations of SEBI (Prohibition of Fraudulent and Unfair 
Trade Practices related to the securities market) Regulations, 1995 and SEBI 
(Insider Trading) Regulations, 1992. 
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Details of the inspections carried and actions taken by SEBI against 
the brokers/ sub-brokers 
Table 1.10 
Particulars 
Inspection-
brokers 
Sub-brokers 
Enquiry 
ordered 
brokers 
Enquiry 
ordered sub-
brokers 
Warned 
Suspended 
Registration 
cancelled 
Underwriting 
cancelled 
Adjudication 
No action 
1997-98 
157 
-
62 
-
52 
8 
2 
-
Nil 
Nil 
1998-99 
103 
-
307 
-
109 
64 
6 
-
9 
16 
1999-00 
80 
Nil 
38 
Nil 
115 
31 
7 
Nil 
3 
43 
2000-01 
99 
16 
217 
1 
41 
2 
4 
2 
2 
5 
2001-02 
10 
Nil 
24 
Nil 
39 
15 
18 
Nil 
Nil 
2 
2002-03 
135 
58 
62 
3 
38 
24 
122 
-
1 
337 
Total 
584 
74 
710 
4 
394 
144 
159 
2 
15 
403 
Source: SEBI's Annual Reports Of Various Years 
179 
Vioic cl &Sz&S OA ^JUUJOXM 
Details of the nature of investigation taken up by SEBI 
Table 1.11 
Years 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
Total 
Market 
manipulation and 
price rigging 
60 
-
-
40 
-
47 
86 
95 
328 
Issue related 
manipulation 
-
-
-
4 
-
5 
1 
2 
12 
Insider 
trading 
-
-
-
4 
-
6 
16 
13 
39 
Total 
60 
-
-
48 
-
58 
103 
110 
379 
Source: SEBFs Annual Reports Of Various Years 
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Details of prosecutions initiated by SEBI 
Table 1.12 
Particulars 
Violation of 
SEBIGJTP) 
Regulations, 
1995 
Violation of 
SEBI 
(Insider 
Trading) 
Regulations, 
1992 
1994-
95 
0 
0 
1995-
96 
0 
0 
1996-
97 
0 
0 
1997-
98 
2 
0 
1998-
99 
4 
1 
1999-
00 
1 
0 
2000-
01 
0 
0 
2001-
02 
5 
1 
2002-
03 
26 
5 
Total 
38 
7 
Source: SEBFs Annual Reports Of Various Years 
• SEBI has thrown the investors in to the hands of lead managers. It is the 
lead managers who are giving the compliance report in public issues 
(prospectus/offer document) that there is no misleading or false 
information. 
• SEBI has made various reforms in securities market, which resulted or 
created a situation of monopoly of big stock exchanges. SEBI has 
withdrawal the mandatory requirement of listing on regional stock 
exchanges, delisting of securities from regional stock exchanges 
permitted, exchanges are allowed to set up nation wide trading platforms 
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or terminals etc. These reforms adversely affected the small stock 
exchanges. Table 1.13 shows the turnover of stock exchanges. 
Details of yearly turnover of stock exchanges 
Table: 1.13 
S.No. 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14 
15. 
Stock 
exchanges 
NSEIl 
Mumbail 
Calcutta 
Delhi 
Ahmedabad 
UP 
Banglore 
Ludhiana 
Pune 
OTCEI 
Hydarabad 
ICSE 
Madras 
Vododara 
Bhubaneshw 
ar 
1997-
98 
369934 
207383 
178778 
67840 
30771 
15390 
8636 
8315 
8624 
125 
1860 
0 
1228 
4576 
202 
1998-99 
414383 
311999.03 
171780.42 
51789.27 
29734.2 
18626.65 
6778.95 
5977.86 
7452.84 
142.21 
1275.89 
0.676 
369.64 
1749.1 
77.04 
1999-00 
839052.00 
685028.21 
357165.51 
9328889 
3756561 
2404775 
114735 
774050 
608681 
3587.91 
1236.51 
545.16 
25.024 
159.25 
70.65 
2000-01 
133951090 
1000031.55 
35503535 
83871.12 
5403.20 
2474673 
6032.83 
9732.24 
6170.53 
25.90 
977.83 
233.05 
109.18 
0.91 
0.01 
2001-02 
513166.9 
373923 
27074.7 
5828.0 
1484354 
25237.3 
70.2 
856.6 
1171.0 
3.7 
41.2 
55.3 
24.1 
10.4 
00 
2002-03 
617988.6 
314.073.2 
6539.9 
11.1 
1545864 
14763.4 
0.0 
0.0 
1.81 
0.1 
4.6 
64.8 
00 
2.59 
0.0 
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16. 
17. 
18. 
19. 
20. 
21. 
22. 
Coimbatore 
Magadh 
MP 
Manglore 
Gauhati 
Cochin 
SKSE 
2136 
323 
431 
308 
20 
1783 
17 
394.71 
0.04 
64.78 
11.22 
30.16 
773.03 
0 
2136 
8.01 
0.10 
0.10 
0.02 
0.00 
0.00 
394.71 
1.55 
0.00 
0.00 
0.04 
186.61 
0.00 
38.84 
0.0 
0.0 
0.0 
26.6 
0 
0.0 
0.51 
0.0 
0.05 
00 
0 
This table shows that the small stock exchanges are struggling for their 
survival. On what basis SEBI is giving renewal to them or what steps SEBI is 
taking for their survival, as SEBI is also a promoter of the market? 
Recapitulation 
From the above discussion it is clear that SEBI is a myth of 
independency. It is totally under control of central govt. The chairman of SEBI 
has been given arbitrary powers as whatever functions SEBI has been 
entrusted; he may also exercise those powers. Therefore, powers have been 
vested in one person. Initially SEBI was given very limited powers but its 
powers have been extended by Securities Laws (Amendment) Act 1995 and 
SEBI (Amendment) Act 2002, now it has more than sufficient powers. At 
present SEBI has been entrusted with the powers of civil court. It is now a 
quasi-judicial body. It has power to investigate, to impose penalties, to 
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adjudicate matters etc. It also has very wide discretionary powers. Though 
SEBI has made various reforms in securities market but for small investors 
they are not very useful. They have to knock the doors of different regulators 
for their problems. SEBI's surveillance division is not very successful in 
examining the irregularities in the secondary market. Now SEBI should focus 
on the implementation of the rules, regulations by taking strict actions against 
the defaulters. 
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An Overview 
The ever expending investor's population and market capitalization led 
to variety of malpractices on the part of the companies, brokers, merchant 
brokers and many other market participants involved in new shares and stock in 
India. Recently, various scams in the securities market have shaken the 
confidence of genuine investors, which is the main factor for a stable, active, 
and fi"ee securities market. Even the main regulatory body i.e. SEBI that is 
primarily constituted for investor's protection is unable to curb these practices. 
No doubt, SEBI after its constitution has made various reforms in the securities 
market which we have already discussed in third chapter but these reforms are 
mainly on papers; the implementation of rules, regulations made by SEBI/govt. 
is not such as it ought to be. In case the securities markets are not active and 
free, adequate information was not available to the investors promptly and 
widely; the unscrupulous people would be able to manipulate particular prices 
for their own ends. In any of these contingencies, the relative value of the 
securities would no longer be 'true' value so that the relative yields obtainable 
from them would be mutually distorted. The signposts, which in well regulated 
market show the way along which saving ought to move, would point in the 
wrong direction. Consequently, the good business would get less, and 
indifferent and bad business, more finance than they deserved. The savings of 
the community would be misdirected and wasted. In addition, some investors 
would incur losses that they might otherwise have avoided and other might 
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reap profits, which not otherwise could have been made. Any such unfairness 
between one investor and another is obviously undesirable. 
From what we have discussed in previous chapter it is clear that SEBI 
under different Acts has wide powers. In this chapter, we will discuss various 
abusive corporate activities, problems in securities market, recent scam related 
to stock market through which we will see how far SEBI is exercising its 
powers, and the legal provisions made for curbing these abusive activities. 
There are various malpractices and defects in the securities market, which are 
as follows: 
A. Manipulation of Prices 
The market witnesses regular attempts by participants of the securities 
market to manipulate the prices of the scrip to their own advantages. The word 
'manipulative' cormotes intentional or willful conduct designed to deceive or 
defraud investors by controlling or artificially affecting the prices of securities.' 
Therefore, it is different from negligence. This is the tendency in which the 
market intermediaries artificially push up the prices of the securities. In such 
circumstances the prices do not reflect the intrinsic or the true values of the 
securities. This is generally done by buying and selling securities by a few 
groups of persons among themselves and thereby pushing the prices up. In the 
words of the president of the DSE "at present what goes on in the stock 
exchanges can be described as sheer gambling where the prices of the scrip 
' Ernest & Ernest Vs Hochfelder, 425, US, 185 (1976) 
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have no relation to the actual performance of the company. A few interested 
parties can take a scrip to a diz2y height or make it plimimet to rock bottom."^ 
The net effect of such price manipulation is that the helpless investors are 
misguided. The price rigging will result in a situation where the market 
sentiments are not influenced by the intrinsic value of the scrip and by the 
interplay of the market forces. 
To curb this practice SEBI has issued regulations in 1995. The regulations 
prohibit fraudulent and unfair trade practices relating to securities markets. It 
provide that no person will: 
• effect, take part in or enter into either directly or indirectly, transactions 
in securities, with the intention of artificially raising or depressing the 
prices of securities and thereby inducing the sale or purchase of 
securities by any person, 
• indulge in any act, which is calculated to create a false or misleading 
appearance of trading on the securities market, 
• indulge in any act that results in reflection of prices of securities based 
on transaction that is not genuine trade transactions, 
• enter into a purchase or sale of any securities, not intended to effect 
transfer of beneficial ownership but intended to operate only as a device 
2 The Economic Times, Feb. 2 1984 
SEBI (Prohibition of Fraudulent an( 
1995 notified by Notification No SEBI/LE/856 (E) dated 25.10.1995 issued by SEBI 
' nd Unfair trade Practices relating to Securities Market) regulations 
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to inflate, depress or cause fluctuations in the market prices of securities, 
and 
• pay, offer or agree to pay or offer, directly or indirectly, to any person 
any money or money's worth for inducing another person to purchase or 
sell any security with the sole object of inflating, depressing or causing 
fluctuations in the market price of securities/ 
In the above circumstances SEBI is empowered to appoint investigating 
officer to investigate the conduct and affairs of any person buying, selling or 
otherwise dealing in the securities.* 
However SEBI's power of investigation is limited and can be exercised 
only for the following purposes: 
to ascertain whether there are circumstances which would render any 
person guilty of having contravened any of these regulations or any directives 
issued thereunder, and 
to investigate into any complaint of any contravention of the regulations, 
received from any investor, intermediary or any person.^ 
On completion of the investigation, the investigating officer will submit 
a report to SEBI. SEBI may after consideration of the report filled by the 
investigating officer issue direction for ensuring due compliance with the 
Regulation 4 of SEBI (Prohibition of Fraudulent and Unfair trade Practices relating to Securities 
Market) regulations 1995 
' Regulation 7 (l),/A/rf 
* Regulation 7 (2), Ibid 
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provisions of the Act, rules and regulations. But, before issuing such directions 
the person concerned will be given an opportunity of hearing to present his 
case .^ The directions may be issued for the following purposes^: 
• preventing the person concerned from dealing in securities in any 
particular manner, 
• requiring the person concerned to call upon any of its officer, other 
employees or representatives to refrain from dealing in securities in any 
particular manner, 
• prohibiting the person concerned from disposing of any of the securities 
acquired in contravention of these regulations, and 
• directing the person concerned to dispose of any such securities acquired 
in contravention of these regulation, in such a manner as SEBI may 
deem fit, for restoring the status quo. 
SEBI may also suspend or cancel the registration of the intermediary 
holdmg a certificate of registration under the Act^ . 
The parties in various matters have challenged these powers of SEBI. 
Some of them are as follows: 
' Regulation II, Ibid 
" Regulation 12 Jbid 
' Section 12 of SEBI Act 1992 
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BPL and Others V. SEBl"^ 
In this case the order of SEBI was challenged by the applicants. The 
orders were passed by SEBI directing the appellant company i.e. BPL "not to 
access the capital market for a period of four years" thereby prohibiting the 
appellant company from dealing the securities for a period of four years. The 
order further stated that the prosecution proceedings under section 24 of the 
Act"would be initiated against the appellant company for violation of clause 
(a) and (d) of the regulations.'^ 
The above directions were issued by SEBI on the findings based on 
documentary evidences, strong circumstantial evidences corroborated by 
statements of various persons, that the appellant company was involved in 
creating a false market and manipulating the prices of its scrip, in connivance 
with Harshad Mehta by aiding, abetting and being instrumental in effecting 
transaction by taking part and entering directly and indirectly into transaction 
in the shares of BPL. 
In this case SAT set aside the orders passed by SEBI on the basis of lack 
of direct evidences against the appellant company and held that indulging in 
fraudulent and unfair trade practices under the regulation is a serious charge 
visiting serious consequences as could be seen from the regulations itself, 
which enable the respondent (SEBI) even to put a brake on a person and right 
' 2002 Comp. L. J, V-5, 185 (SAT) 
I I Supra note 9 
'^  SEBI (POF and UTPS) Regulation 1995 
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to do business for his livelihood. The wrong doer is also liable to be prosecuted 
under SEBI Act 1992. Therefore, the charges against the appellant need to be 
well proved. The charges based on mere conjectures and surmises and on 
baseless assumptions and resumption against the appellant it is not possible to 
hold the appellant guilty of such serious charges attracting serious 
consequences. 
(a) Can a company be debarred from accessing the securities 
market if the promoters of the company are guilty of price 
manipulation? 
In Tirupati Finlease Ltd Vs. SEBI" 
SAT applied basic principle of company law that the company is a 
separate legal entity different from its promoters. SEBI in this case passed an 
order against the appellant company on the finding that the promoters of the 
company had indulged in unfair and fraudulent trade practices in dealing in the 
shares. SEBI by its order debarred the appellant from accessing capital market 
for a period of 5 years. The appellant company challenged this order. 
SAT held that the focus of the regulations''*is on dealing in securities 
and a company cannot 'deal' in its own securities in the market. Normally the 
persons holding shares in the company would be riggers, as manipulating the 
share prices and hike would be to their advantage. In this case the so called 
" (2001) 6 Comp. L. J., 260 (SAT) 
''' Supra note 12 
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situation i.e. an artificial scarcity was created in the market to manipulate the 
price movements, by the promoters of the appellate company and therefore, the 
company can not be substituted for promoters for the purpose of imposing 
penalties. Consequently the impugned order passed by SEBI is without any 
justification. 
(b) Can SEBI impose penalty under regulations'^and under 
Section 11 and 11 B of the Act'^for manipulation of prices? 
iterate Industries (India) Ltd. Vs. SEBl'^ 
SEBI carried out an investigation into the alleged price manipulation in 
the scrip of certain companies including the appellant. On the basis of the 
findings that the rise in the price of the scrip of appellant was due to price 
manipulations, SEBI passed an order against the appellant company prohibiting 
it from accessing the securities market for a period of two years and fiirther 
ordered to initiate the prosecution proceedings under Section 24 of the Act'^ for 
violation of regulations''4(a) and 4(d). The appellant challenged the order on 
the ground that the charges against it are baseless. 
SAT set aside the impugned order passed by SEBI and held that 
according to the impugned order the conduct of the appellant comes under 
^ Ibid 
^ SEBI Act 1992 
' 2001,6 Comp. L. J., 276 (SAT) 
' Supra note 16 
' Supra note 12 
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clause (a) and (d) of regulations^". On a perusal of the regulations it is clear that 
reach of clause (a) is wider than clause (d) as regulation 4 (a) attracts not only 
the purchaser and seller, but even third parties if they are found in any way 
involved in effecting or taking part in the transactions directly or indirectly. But 
the requirement is that these transactions must be "with the intention of 
distorting the price of securities. The element of deceit is an underlying factor 
in the transaction. Therefore, a genuine transaction by itself cannot attract the 
regulation though such a transaction had resulted in market price variation. 
Under regulation 4(d) the intention of the parties is relevant. Therefore in both 
the clauses, an element of 'mens rea' is involved. Thus, the proof of 
manipulation is generally not based on single activity but rather on a course of 
conduct showing an intentional interference with the normal fimctioning of the 
market for security. 
Now coming to the question whether penalty can be imposed by SEBI. 
SAT while analyzing the powers of SEBI under section 11 and 1 IB held that 
the powers given to SEBI under section IIB of the Act are restricted to issue 
appropriate directions for the purpose of protecting the interest of the investors 
etc as mentioned in the section. Section 1 IB does not even remotely empower 
the respondent i.e. SEBI to impose penalty. Since legislation has deliberately 
chosen to create specific offences and penalty thereto, it is not possible to view 
that under sections 11B and 11 the respondent is competent to issue a 
directions which tantamount to imposition of penalties. These provisions of the 
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Act are only preventive and remedial in their applications and not punitive. 
Thus, the order passed by SEBI is neither remedial nor preventive but punitive 
in effect as it takes away the appellant's right to mobilize funds from the public 
to carry on its business consequently it is not sustainable. 
(c) Does SEBI have power to pass an interim order during 
investigation for price manipulations? 
There is a very good decision of the Bombay HC on the question. The 
Bombay HC in Anand Rathi Vs. SEBI^' held that SEBI's primary duty is to 
protect the public and the integrity of the securities market and as a regulator it 
is certainly empowered to take interim measures pending investigation under 
section 11 & 1 IB of the Act. 
It can again be said that SEBI has to regulate speculative market and in 
case of speculative market, varied situations may arise and looking into the 
exigencies and requirements, it has been entrusted with the duty and functions 
to take such measures as it thinks fit to protects the interest of the investors and 
the capital market. The decision taken by the regulatory agency in exercise of 
its powers is entitled to the greatest weight and the courts will be slow to 
interfere with such decisions or orders. 
There are various other cases in which SEBI's orders (or SEBI's 
powers) directing prohibition, cancellation and suspension of the registration 
for price manipulation have been challenged by the concerned parties. Like, in 
'^ (2001) 5 Comp. L. J., 1 (Bom) 
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Alka Synthetics Ltd, Vs. SEBf^ single judge of Gujrat HC held that SEBI has 
no authority under any provisions of the Act, rules or regulations under which 
it function to impound whole or any part of consideration of a completed 
transaction to which the persons entitled to receive consideration have acquired 
right to claim. In this case SEBI ordered investigation into abnormally high 
prices and a large value of trading in respect of certain shares only. SEBI 
ordered the suspension of trading in these securities and issued directions that 
the auction money be withheld till the investigation was completed, which was 
challenged. 
But later on the division bench reversed the ruling of single judge and 
held^ t^hat SEBI had authority to pass such orders under the existing statutes as 
whenever new situations or new problems arise they call for new solutions and 
the whole context in which SEBI had to take the decision, on the basis of which 
impugned orders were passed can not be said to be without authority of law on 
the face of provisions contained under section 11 and section 1 IB of the Act. 
Under section 1 IB SEBI is empowered to take such measures as it thinks fit. 
(d) Whether such additional measures should be published in 
advance? 
The division bench of Gujrat HC held that the measures have to be taken 
to meet a particular eventuality which may or may not be conceived earlier, 
^^  (1998) Comp. L. J., 5, 109 (Guj) 
^^  SEBI Vs Alka Synthetics Ltd & Others, 1999, Comp. L. J., 396, V-1 (Guj) 
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there is no question of laying down such measures in advance and publishing 
the same. 
From the above discussion it is clear to some extent that in most of the 
cases SEBI's power to issue directions to the or against persons involved in the 
price manipulation have been challenged by the parties in the courts on the 
ground of lack of specific powers under the Act.^ '* 
SEBI itself stated^ t^hat under the present legal framework SEBI does not 
have the following powers: 
• to impound or disgorge ill-gotten gains or profits arising out of market 
manipulations. In some cases this was done by it under general powers 
of section! land section 1 IB that were mostly challenged, 
• to impose monetary penahies. The penalties provided are very meager 
and are not commensurate with the gains made or losses avoided, 
• collection of penalty, and 
• issuing interlocutory directions pending completion of proceedings etc. 
In this regard the joint committee^^suggested that a monetary penalty 
should be provided for violation of provisions of SEBI regulation. 
^* SEBI Act 1992 
^^  Report of Joint Committee (Parliament) of Stocic Market Scam, 19 Dec, 2002 
''Ibid 
^' SEBI (POF & UTPS) Regulation, 1995 
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(e) Reforms to curb the price manipulations 
To some extent above problems have been removed as SEBI Act 1992 
has been amended by SEBI (Amendment) Act^ ^ inserting the new provisions in 
this regard. Section 11 (4)^' provides that SEBI, in the interest of the investors 
or securities market can take measures such as suspension of trading of 
securities, restrictions on persons from accessing the securities market, 
impound and retention of the proceeds of securities in respect of any 
transactions which is under investigation etc. either pending investigation or 
inquiry or on completion of such investigation or inquiry. 
Under SEBI Act new chapter for prohibition of manipulation and 
deceptive derives, insider trading and substantial acquisition of securities or 
central has been inserted.^ *' Penalty for fraudulent and unfair trade practices as 
suggested by committee has also been provided under the Act.^' 
SEBI (UTP) Regulations 1995 have also been replaced by SEBI (UTP) 
Regulations 2003 under which SEBI almost have those powers which were 
challenged in the above matters. Now, SEBI may take actions or issue 
following directions to the persons if it satisfied by the report of the 
Investigating Authority that there is a violation of the Act, rules and regulation: 
• suspend the trading of the security foimd to be involved in fraudulent 
and unfair trade practice in a recognized stock exchange. 
*^ SEBI (Amendment) Act, 2002 w.e.f. 29.10.2002 
^' Inserted, Ibid 
'° Chapter VA inserted. Ibid 
" Section 15 HA inserted, Ibid 
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• restrain persons from accessing the securities market and prohibit any 
person associated with securities market to bye, sale or deal in securities 
• suspend any office bearer of any stock exchange or self regulatory 
organization from holding such position, 
• impound and retain the proceeds or securities in respect of any 
transaction which is in violation or prima facie in violation of these 
regulation, 
• direct an intermediary or any person associated with the securities 
market in any manner not to dispose of or alienate an asset forming part 
of a fraudulent and unfair transaction, 
• require the person concerned to call upon any of its officers, other 
employees or representatives to refrain from dealing in securities in any 
particular manner, 
• prohibit the person concerned from disposing of any of the securities 
acquired in contravention of these regulations, and 
• direct the person concerned to dispose of any such securities acquired in 
contravention of these regulations in such manner as SEBI may deem 
fit, restoring the status quo ante.^ ^ 
SEBI can issue above directions or take actions on two stages either 
pending investigation or inquiry or on completion of investigation or inquiry. 
^^  SEBI (POF & UTPS) Regulations 2003 
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The person concerned must be given a reasonable opportunity of hearing 
before issuing directions or taking actions. SEBI may issue above directions 
even without giving an opportunity of hearing to the person concerned if it is in 
the interest of investors. While doing so SEBI has to record reasons in writing 
of not giving such opportunity to person concerned before issuing directions or 
taking actions. 
Apart of above directions / actions SEBI may also issue a warning or 
censure, suspend the registration of the intermediary or cancel the registration 
of the intermediary. 
B. Insider Trading 
Insider trading is an unfair practice resorted to by persons who have 
access to unpublished price sensitive information about the company. As in any 
stock exchange the information is a commodity and news today, good or bad, 
about something to be announced tomorrow is the most precious commodity of 
all. For those with the information, the possibilities for huge returns are almost 
endless. Any information, regarding the listed companies, may affect their 
prices in the share market. Therefore insider trading can occur when a person 
who possesses material, non-public information trades securities or 
communicates such information to others who trade. Trading is prohibited 
when a person who receives information through a confidential relationship use 
or misappropriates the information for his or her own trading or tips to others. 
" 'Is it insight, or is it illegal?' Monday, October 18,1999 (The Small Investors) from Internet 
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People who receives information in confidence can include a broad range of 
persons involve in the securities market. '^' 
There were no statutes dealing with this undesirable practices in our 
country till 1992. Though the Bhabha Committee on Company Law Reform, 
which reported in 1952, was aware of the problem of insider trading but the 
matter was considered in depth by the subsequent Sastri Committee.^ ^The 
solution of insider trading suggested by both the Committees was to impose a 
duty to disclose their transaction in securities of their companies. 
Consequently, sections 303 to 307 were incorporated in the Companies Act, 
1956. Sachar Committee further recommended some amendments in these 
sections for enhancement of the disclosure requirements. In 1985 the GS Patel 
Committee^^ has taken a serious view on the absence of specific legislation in 
India curbing misuse of inside information by a selected few to the detriment of 
the common investors and had recommended that, to deter the persons who 
indulge in undesirable activities such as false trading, market rigging, spreading 
false rumours, making misleading statements to induce purchase or sale of 
securities and insider trading etc. the stock exchange authorities should be 
empowered, by law, to take disciplinary action themselves and also to file civil 
and criminal proceedings against the offenders so that they do not go 
unpunished. For this purpose, it was recommended that the SC(R) Act, be 
amended to make such undesirable activities civil and criminal offences 
^* From the Lectric Law Library's stacks. Insider Trading, 2000, P. 1 from Internet 
'^  Report of the Companies Act Amendment Committee (1957) 
*^ High Power Committee on Stock Exchange Reforms, para 7-106, 1985 
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punishable with heavy fine and imprisonment up to five years. Further, it 
recommended that persons misusing such information also be compelled by 
law to surrender to the stock exchange, the profit they may have made or the 
amount equivalent to the losses they have averted. 
For the first time to curb this unhealthy practice SEBI notified the 
regulations^'in 1992 under the powers vested in it under the Act 1992. The 
regulations'*°make insider trading a criminal offence punishable in accordance 
with the provisions of the Act.'*' 
(a) Who is an insider? 
Defming insider is an important task because it will serve two purposes, 
first, it will determine that who would be liable under the provisions 
prohibiting insider trading and second, who will be obliged to disclose their 
trading under any disclosure requirements. An insider is deemed to be any 
person who: 
• on the basis of non- public and material information possesses regarding 
a company, trades in the shares/ securities of that company or 
• with or without trading himself passes on such information to another, 
ultimately there is trading in the scrip of that company. 
''Ibid 
''Ibid 
' ' SEBI (Insider Trading) Regulations 1992 
'°Ibid 
*' SEBI Act 1992 
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SEBI Regulations define insider as " any person who, is or was 
connected with the company or is deemed to have been connected with the 
company, and who is reasonably expected to have access'*^ to unpublished price 
sensitive information in respect of securities of a company, or who has received 
or has had access to such unpublished price sensitive information." 
Thus the definition of insider includes the following persons: 
• person who is connected with the company, 
• person who was connected with the company, and 
• persons deemed to have been connected with the company. 
SEBI Regulations further defme connected person as "any person who: 
• is a director''^  of company or is deemed to be a director of that company 
by virtue of sub-clause (10) of section 307 of the Companies Act 1956 
or 
• occupies the position as an officer or an employee of the company or 
holds a position involving a professional or business relationship 
between himself and the company, whether temporary or permanent/^ 
and who may reasonably be expected to have an access to unpublished 
price sensitive information in relation to that company. 
"^  SEBI (Prohibition of Insider Trading) Regulations 1992 
•" Words 'by virtue of such connections' omitted by SEBI (Insider Trading) Regulation 2002 w.e.f. 
20.2.2002 
** Rule 2 (c) of SEBI ([Prohibition of]) Insider Trading) Regulations, 1992 [Prohibition of] Inserted by 
SEBI (Insider Trading) (Amendment) Regulations, 2002, w.e.f. 20.2.2002 
•" Substituted for 'include' by SEBI (Prohibition of Insiders Trading) (2"'' Amendment) Regulations 
2002 w.e.f. 29.11.02 
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Person is deemed to be connected person ''^ if such person: 
is a company under the same management or group, or any subsidiary 
company or'*^  
• is an intermediary as specified in section 12 of SEBI Act, Investment 
company, Trustee Company, Asset Management company or an 
employee or director thereof or an official of a stock exchange or of 
clearing house or corporation or ''* 
• is a merchant banker, share transfer agent, registrar to an issue, 
debenture trustee, broker, portfolio manager, investment advisor, sub-
broker, investment company or an employee thereof, or , is a member 
of the Board of Trustees of a mutual fund or a member of the Board of 
Directors of the Asset Management Company of a mutual fund or is an 
employee thereof who has a fiduciary relationship with the company or 
• is a Member of the Board of Directors, or an employee, of a public 
financial institution as defined in section 4A of the Companies Act, 
1956, 
"^  Rule 2 (h) of SEBI ([Prohibition of]) Insider Trading) Regulations, 1992 [Prohibition of] Inserted by 
SEBI (Insider Trading) (Amendment) Regulations, 2002, w.e.f. 20.2.2002 ) 
*' Subsidiary Company within the meaning of Sub-Section (IB) of Section 370, or Sub-Section (11) of 
section 372, of the Companies Act 1956 (1 of 1956), or Sub-Clause (g) of Section 2 of the MRTP Act, 
1969 (54 of 1969) 
"* Substituted by SEBI (Insider Trading) (Amendment) Regulations, 2002. Prior to its substitution it 
reads as under... 
"(ii) is an official or a member of a stock exchange or of a clearing house of that stock exchange, or a 
dealer in securities within the meaning of clause (c) of Section 2, and Section 17 of the Securities 
Contracts (Regulation) Act 1956 (42 of 1956), respectively, or any employee of such member or dealer 
of stock exchange" 
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• is an official or an employee of a Self-regulatory Organisations 
recognized or authorized by the Board of a regulatory body, 
• is a relative of any of the persons mentioned above, 
• is a banker of the company, 
• is relative of the connected person, or 
• is a concern, firm, trust, HUF, company or association of persons in 
which persons'*^ have more than 10% of the holding or interest. 
Now it is interesting to see what is the reach of regulations and the 
gaping holes, which have bearing on curbing insider trading: 
The defmition of 'insider' mcludes the persons having past connections 
but surprisingly no time fi^me has been provided in the Regulations for such 
past connections. Regulations ^Vo^ide that the words 'connected person' 
mean any person who is a connected person six month prior to an act of insider 
trading. That means if a person became director of the company two months 
before the act of insider trading than he would not be a connected person 
however, if a person was director of a company two years back he can still be 
regarded as connected person under regulations. 
Companies under the same management or group have also been 
included in deemed to be connected persons. What is the relevance of including 
•"Association of persons wherein any of the connected persons mentioned in regulation sub- clause (i) 
of clause (c) or any of the persons mentioned in regulation 2(h) (vi) (vii) and (viii) have more than 10% 
of the holding or interest. 
^ Inserted Ibid 
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companies at all as insiders? Companies being artificial persons cannot 
themselves indulge in insider trading or deal in securities therefore it serve no 
practical purpose. 
As seen above the list of deemed to be cormected persons covers a long 
list of persons but does not cover public servants and servants of SEBI itself 
they can also trade on the basis of unpublished information or they can pass 
such information to other person then that person can use such information. 
(b) Price sensitive, material and non-public information 
Material information is any news that could be reasonably believed to 
move a company's stock if it were knovm publicly. The Cohen 
committee '^defmed inside information as "information known to them and not 
at the time known to the general body of shareholders e.g. the impending 
conclusion of a favourable contract or the intention of the board to recommend 
and increase dividend. Similarly Jenkins committee in their specific 
recommendation concerning insider trading, they spoke of: 
"A particular piece of confidential information which might be expected 
materially to effect the value of those securities, unless that information was 
known to that person." 
" The Committee on Company Law Amendment (1945) Cmnd. 6656, Para 86 
'^ Company Law Committee (1962) Cmnd. (1949), Para 99 (b) popularly known as Jenkins Committee 
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Regulations define 'price sensitive information' as any information 
which relates directly or indirectly to a company and which if published is 
likely to materially affect the price of securities of company. 
Under regulations the price sensitive information includes periodical 
fmancial result of the company, intended declaration of interim and final 
dividends, issue of securities or buy back of securities, any major expansion 
plans or execution of new projects, amalgamation, mergers and takeovers, 
disposal of the whole or substantial part of the undertaking and any significant 
changes in policies, plans or operations of the company. Thus, any information 
reading these particulars of the company would be price sensitive information 
and the insider who deals in securities on the basis of such information will be 
liable for punishment if that information was impublished. Unpublished means 
information, which is not published by the company or its agents and is not 
specific in nature. ^^  
Therefore, this unfair practice involves the use of price-sensitive, 
unpublished information about the company by the insiders of the company to 
" Regulations 2 (ha) and 2 (k) of SEBI (Prohibition of Insider Trading) Regulations, 1992 inserted by 
SEBl (Insider Trading) (Amendment) Regulations 2002. Prior to its substitution Clause (k) reads as 
under: 
'(k) "unpublished price sensitive information" means any information which relates to the following 
matters or is of concern, directly or indirectly, to a company, and is not generally known or published 
by such company for general information, but which if published or known, is likely to materially 
affect the prices of securities of that company in the market— 
(i) fmancial results (both half-yearly and annual) of the company; 
(ii) intended declaration of dividends (both interim/final); 
(iii) issue of shares by way of public rights, bonus, etc; 
(iv) any major expansion plans or execution of new projects; 
(v) amalgamation, merger and takeovers; 
(vi) disposal of the whole or substantially the whole of undertaking; 
(vii) such other information as may affect the earnings of the company; 
(viii) any changes in policies, plans or operations of the company.' 
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the exclusion of others and thereby to buy or sell the shares of the company in 
such a way as to make gain or to avert the possible loss. The victims of insider 
trading are always the small investors. Insiders may include directors, auditors, 
consultants, officers, secretaries, stock exchange employees etc. 
Insider trading is the resuh of the basic structural weakness of the 
securities market system where some investors have special access to 
information and also a desire to make gains out of such information. '^' 
For instance in a case of Garware Nylon sometimes in early 70's, one 
rumour that this company would propose a bonus issue suddenly hit the 
market. The share prices began to shoot up. But the then chairman of the 
company denied the rumour. Consequently the share prices fell. 
Even the stock exchanges are not free from the infection of insiders 
trading. In the corporate sector, due to lack of restraints, a fairly large member 
of insiders take unfair advantage of their position. Therefore this practice is 
detrimental to the common investors.^ ^ 
The Act^^provides penalty for insider trading. It provides that if any insider 
who: 
^ Shah R Cnubhai, Insider Trading: The Indian Scene, CS, 1991 (March) 195 
" Kumar Naresh, Kerb Deal and Insider Trading: Urgent Need for Regulation, Economic Times, 29 
Apr, 1987 
'* Section 15 G of SEBI Act 1992 
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• either on his own behalf or on behalf of any other person, deals in 
securities of a body corporate listed on any stock exchange on the basis 
of any unpublished price sensitive information, or 
• communicates any unpublished price sensitive information to any 
person, with or without his request for such information except as 
required in the ordinary course of business or under any law, or 
• counsels or procures for any other person to deal in any securities of any 
body corporate on the basis of unpublished price sensitive information, 
shall be liable to a penalty of twenty-five crore rupees or three times the 
amount of profits made out of insider trading, which ever is higher/^ hi 
addition to this the persons liable for insider trading may be punished 
with imprisonment for a term, which may extent to ten years, or with 
fine, which may extent to twenty- five crore rupees, or with both. 
Now, it is interesting to see the implementation of the above provisions by 
SEBI. Till the year 2000-2001, i.e. abnost in ten years, SEBI has initiated 
prosecution proceedings in respect of only one case for insider trading. ^ ^ This 
shows the poor performance of SEBI in this regard. 
No doubt the insider trading is an extraordinary difificuU offence to 
prove. As the underlying acts of buying or selling securities are of course 
perfectly a legal activity. It is only the intention of the trader that can make this 
" Substituted for "not exceeding five lakh rupees" by SEBI (Amendment) Act 2002 
' ' Report of Joint Committee (Parliament) on stock market scam, 19 December, 2002 
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legal activity a prohibited act of insider trading.^ ^ However, "enforcement is the 
key to success of the regulations".^" 
Reforms discussed regarding price manipulations are also applicable to 
insider trading. But in spite of all these measures insider trading continues 
unchecked and the insiders continue to trade. Regarding stock market one 
reason of failure in preventing the insider trading was that the basic structure of 
the stock exchange itself was the problem. As held by SAT^%at in the present 
set up of stock exchanges, brokers are the umpires and also the players. In fact, 
even as of now the stock exchanges (barring NSE) are of the brokers, for the 
brokers and run by the brokers. This situation has been properly described by 
Mr. Palkhiwala, an eminent jurist, regarding formation of board of stock 
exchange as "the offender, the prosecutor, as well as the judge."^^ He suggested 
that the authorities might adopt appropriate measures to streamline the stock 
exchange management to impart more credibility to the institution, to enhance 
the common investors faith in the capital market. 
Therefore, in the above circumstances practically it was not possible to 
curb the insider trading until and unless the basis structure of the stock 
exchanges is changed. In the above set up when the persons in management 
and the brokers are same it was very difficult to restrain them from using the 
Baijal Sonia, Regulatory Framework for Capital market- Emerging Issues and Challenges, 
Backgrounder 
"^Ibid 
*' Anand Rathi Vs SEBI, 2002 Comp. L. J. V-2 p. 100 (SAT) 
" Sahni SK, Stock Market of India, l" Edition 1985 
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inside information. The office bearers or the management will have access to 
inside information, which they can misuse. 
For the purpose of removing this defect the Securities Laws 
(Amendment) Bill^^provides for corporatisation and demutualisation of stock 
exchanges as discussed earlier.^ But the reforms regarding insider trading are 
mainly on papers and it can be said that controlling insider trading is similar to 
controlling black money. 
C. Excessive speculation 
Certainly the speculation keeps market alive, active and vibrant. 
Speculation is important for ready and continuous market. There are two types 
of transaction in the stock exchanges. 
• Investment transactions and 
• Speculative transactions 
Investment transactions refer to purchase or sale of securities undertaken 
with the long-term prospects relating to their yields and prices. Investment 
transactions generally involve the actual delivery of the security and the 
payment of its full price. On the other hand, speculative transactions refer to 
the purchase or sale of a security with a view to profit from short period 
variations in market prices. In such type of transactions only differences in 
prices are paid and the delivery of the securities and the payment of full prices 
" Securities Laws (Amendment) Bill 2003 
^ See chapter HI 
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are rare. The predominance of speculative transactions over investment 
transactions in a stock exchange is due to the fact that the investment 
transactions involve a large volume of money while speculative transactions 
are possible with smaller amounts of money as delivery of securities and 
payment of full prices are rare in such type of transactions.^^ 
Thus, speculative activities are dominating the genuine trading 
activities. Very small transactions represent purchases or sales by genuine 
investors. 
As stated earlier, speculation is important as it provides liquidity of 
securities. But a healthy market needs the right degree of speculation. 
Speculation may degenerate into gambling when operations are undertaken 
blindly and ignorantly by speculators and this unchecked speculation can kill 
the market. To control this excessive speculation SEBI recently banned carry 
forward transactions "badla" from July 2001.^ It will certainty help in 
curtailing the speculations in the stock market to some extent. 
Now code of conduct prescribed by SEBI for market intermediaries also 
provides that they shall not involve themselves in excessive speculative 
business in the market beyond reasonable level. 
''' Dr Veena—Stock Market in India 
w.e.f. 2.7.2001 carry forward transaction were banned and rolling system was introduced by SEBI 
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(a)Factors responsible for excessive speculation 
There are various factors that are responsible for speculation. Some of them are 
as follows: 
(i) Forward Dealings 
Forward delivery contracts are permitted only in respect of those 
securities, which are specified by the stock exchanges for this purpose. In such 
type of transactions the settlement of the transaction is postponed to the next 
settlement day. In economic terms, the carrying forward system is totally un-
justifiable and unhealthy practice. It is exclusively aimed at helping the 
spurious speculators who have neither money to pay nor shares to deliver.^ ^ 
Forward trading has been banned by SEBI since 2001. 
(ii) Blank Transfers 
Transfer of securities is completed only when the name of the transferee 
is registered with the company issuing the securities. But in case of blank 
transfer, securities are transferred without disclosing the name of the transferee 
in the transfer form; the date of transfer is also not mentioned. Such types of 
transactions increase speculation. Recently justice Dhanuka 
Committee^^recommended that the blank transfer deeds should not be 
permitted. 
" Gupta LC- The Stock exchange Trading in India, l" Edition 1992 
Report of the Committee pertaining to review and reforms of securities laws under the chairmanship 
of Justice Dhanuka 
212 
($U^»e C a y o ^ ^ct^»ife^ 
The Atlay Committee, which reported in 1924, also recommended the 
total abolition of blank transfers. The Morison committee in 1937 went a step 
further and recommended that blank transfer should be made a "bad 
delivery."^' 
(iii) Margin Trading 
The stock exchange broker demands a cash deposit or margin that is a 
certain percentage of the value of the securities bought or sold by his clients. 
The margin serves as a security in case of losses. By depositing Rs.l, 000 with 
a broker, a speculator can buy shares of worth Rs. 10,000 if the margin is 10%. 
This facility enables a speculator to buy or sell securities the value of which 
may be many times the funds at their disposal. The brokers may also borrow 
expensively from banks and financials for speculating transactions. 
(iv) Option Dealings 
The option dealings refer to the right to buy or sell certain securities at a 
certain price by a certain date discussed earlier.'" Such type of dealings also 
encourages speculations. 
Besides above, in securities markets there are many other defects that 
are as follows: 
*' Simha SLN- The Capital market of India 
™ Discussed under chapter III 
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D. Lack of Liquidity 
Liquidity means the ability to convert his investment into cash whenever 
the person holding investment wants to do this. Liquidity of securities is very 
important part of the securities market or it can be said that an efficient market 
can be judged on the basis of liquidity it provides. The stock markets provide 
continuous market and thereby facilitate rising of funds through issue and sale 
of securities. Lack of liquidity is most important problem relating to the 
secondary market. Many securities listed on stock exchange are not traded and 
trading in many other securities is negligible. On the average about 25% 
companies at Bombay stock exchange were traded every month during 2001-
2002. Only 23.15% of the companies traded on BSE were traded for more than 
100 days during 2001-02. Trading took place for less than 100 days in case of 
76.85% of companies traded at BSE during the year, and for less than 10 days 
in case of 24.76% of companies traded. On an average 93% of companies 
available for trading at NSE were traded every month during 2001-02. Nearly, 
78% of companies traded of NSE were traded for more than 100 days during 
the same year. There are no trades in several companies listed on number of 
regional stock exchanges. This indicated that trading is concentrated among 
only a limited number of stocks and is very small in a large number of stocks. '^ 
Sahoo MS, A Overview of Securities Market in India, 30"" National Convention of Company 
Secretaries, Backgrounder 
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Moreover, the business is concentrating nowadays only on some big 
stock exchanges i.e. NSE, BSE, the regional stock exchanges or small stock 
exchanges are disappearing slowly. 
E. Non-Compliance of Statutory Provisions by Stoclcbrokers 
Before SEBI Act 1992 there was no control over the stock- brokers and 
sub-brokers as discussed. But nowadays strict control over them is excised 
through SEBI Act'^itself and the regulations'^issued by SEBI under the Act.''' 
The code of conduct'^for stock brokers and sub-brokers have also been 
prescribed by SEBI in order to increase the transparency and fairness to the 
operations of stock market by them. The code of conduct clearly explains the 
duties of the stock -brokers towards the investors. It provides that the stock 
broker or sub-broker shall promptly inform his client about the execution or 
non-execution of an order, and make prompt payment in respect of securities 
sold, and arrange for prompt delivery of securities purchased by clients. It 
further provides that a stockbroker or sub-broker shall maintain high standards 
of integrity, promptitude and fairness in the conduct of all their business and 
they should act with due skill, care and diligence in the conduct of their 
business. 
" SEBI Act 1992 
" SEBI (Stock Broker and Sub-Broker) Regulations 1992 
^* Supra note 72 
" Supra note 73, Regulations 7, Schedule II 
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Now, some case law will be discussed which will show us the actual 
working of stockbrokers or sub-brokers and how far they are complying with 
the statutory provisions. 
In Radar Securities Ltd. Vs. SEBf^SEBl carried out usual inspection of 
books of account and other records of a stockbroker who was registered with it 
and was a member of NSE. The inspection report of SEBI revealed the 
following non-compliance of the statutory provisions or the defects in the 
working of the stockbroker, 
• Failure to maintain margin deposit book under regulation 17.'^ 
• Delay in making payments to the clients 
• Failure to obtain acknowledgement from clients on the contract notes. 
• Failure to affix stamps and disclose the order receipt timely on the 
contract notes. 
• Incomplete client registration form 
• Stockbroker dealt with sub-brokers not registered with SEBI. 
• Made off the floor transaction without reporting the same to NSE. 
SEBI considered the above omissions as serious and suspended the 
certificate of registration for six month. Aggrieved by this order of SEBI the 
concerned broker filed and appeal before Securities Appellate Tribunal. SAT 
'* 2003, Comp. L. J., 3,259 (SAT) 
" Supra note 73 
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allowed the appeal and reduced the period of six month's suspension to two 
months suspension of registration. 
Further, in Subhkam Securities (p) Ltd. Vs SEBf^ penalty was not 
imposed on the stock broker for obtaining an incomplete registration form from 
his clierit as the broker or one of the director of the firm personally knew him 
(Client.). 
In the above case the stockbroker obtained a client registration form 
with few blanks. Moreover it did not disclose the aimual income of Shre Bajaj 
(his client). The stockbroker had also not collected requisite margin from his 
client before effecting transaction on his behalf SEBI observed that the stock-
brokers have not exercised due skill and care in their dealings as required under 
code of conduct and therefore suspended the certificate of registration for 
seven days. This order of SEBI was challenged. 
SAT held that the broker personally knew the client therefore obtaining 
a client registration form with some blank space does not amount lack of due 
care and skill on the part of the stockbrokers. 
Again in Ujala Finstock (P) Ltd. V. SEBf° the respondent (SEBI) 
imposed a penalty of Rs.3 lakhs against the appellate in terms under section 
15A(a) of Act*'for non-production of the requisite books, etc. and the details as 
" 2003, Comp. L. J. V-3, p.301 (SAT) 
" Clause A (2) of the code of conduct prescribed under SEBI (Stock Brokers and Sub-Brokers) 
Regulations 1992 
'" 2001, Comp. L. J. V-6, 595 (SAT) 
" SEBI Act 1992 
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called for by respondent thus the appellant did not cooperated with SEBI at the 
time of inspection carried out for the purpose of ascertaining the level of 
compliance of statutory provisions by them. 
The order of SEBI was challenged by the parties and the amount of 
penalty reduced to Rs one lakh by SAT. 
From the above cases it is clear that there are many rules and regulation 
meant to regulate the conduct of the stock brokers in business, but in practice 
the stock broker do the things as they suits to them and violate many rules and 
regulations. 
(a) Can it be checked? 
SEBI is empowered under regulations*^ to inspect the books of accounts, 
the documents of the stockbrokers or sub-brokers etc. for the following 
purposes : 
• to ensure that the books of accounts and other books are being 
maintained in the manner required, 
• that the provisions of the Act, rules, regulation and the provisions of the 
SC(R) Act and the rules made there of are being complied with, 
• to investigate into the complaints received from investors, other stock 
brokers, sub-brokers or any others person on any matter having a 
bearing on the activities of the stock brokers, and 
'^  Regulation 19(1) of SEBI (Stock Broker and Sub-Broker) Regulation 1992 
*^  Regulations 19 (2),/AW 
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• to investigate suo-moto in the interest of securities business or investor's 
interest, into the affairs of the stock brokers. 
But the problem is that SEBI it self has no power to inspect the activities 
of the stock brokers or sub-brokers but for this purpose it has to appoint one or 
more persons as inspecting authority. It causes unnecessary delay in taking the 
action. The provisions should be like "SEBI itself or may appoint" thereby 
empowering SEBI itself to inspect the activities of the brokers whenever it 
deems fit. 
Secondly, if SEBI finds non-compliance of the statutory provision on 
the part of brokers then it can either suspend or cancel the registration of the 
defaulting broker. 
But some times the defauh is so minor that it can not suspend or cancel 
the registration of the brokers, in such circumstances there is no provision of 
monetary penalty under the regulations though it has been prescribed imder Act 
for certain defaults. 
Therefore, SEBI should be empowered to impose monetary penalty 
against the defaulting brokers imder the regulations. 
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(b) Appointment of compliance officer: How effective? 
Recently the regulations*^have been amended which provide that "every 
stock broker shall appoint a compliance officer who shall be responsible for 
monitoring the compliance of the Act, rules and regulations, notification, 
guidelines, instructions etc." 
Further it provides that the "compliances officer shall immediately and 
independently report to SEBI any non-compliance observed by him." 
The appointment of compliance officer is a flawed process. How a 
person appointed as compliance officer by the broker can go against him or 
how can he report against that particular broker for non-compliance of statutory 
provisions to SEBI. This is practically not possible. Secondly, in case if he 
negligently or willfully fails to report SEBI what would be the consequences of 
that failure? 
In such cases, to make the appointment of compliance officer effective 
he must share the liability if he negligently or intentionally fails to report non-
compliance to SEBI. 
Moreover, no guidelines have been prescribed regarding the 
qualifications of the person who may be appointed as compliance officer and 
moreover, there is no eligibility criteria for him. Hence, it should be prescribed 
by SEBI. 
^ Regulation 18 A inserted by SEBI (Investment Advice by Intermediaries) Amendment Regulations 
2001 vide Notification no SO 476 (E) dated 29.5.2001 
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F. Misleading Prospectus and its Consequences 
Prospectus is a document circulated by a company making public issue 
inviting applications for subscription from the public. Prospectus contains 
adequate disclosures about the issue, issuing company and the risk factors. It is 
on the basis of the information contained in the prospectus that the investors 
are expected to make an informed decision about their investment in the 
issue. 
Supreme Court in a case*^ held that "those who issue prospectus, 
holding out to the public the great advantages which will accrue to persons who 
will take shares in a proposed undertaking, and inviting them to take shares on 
the faith of the representation therein contained are bound to state everything 
with strict and scrupulous accuracy, and not only to abstain from stating as fact 
that which is not so, but to omit so one fact within their knowledge, the 
existence of which might in any degree affect the nature, or extent, or quality, 
of the privileges and advantages which the prospectus holds out as inducements 
to take shares." 
Companies Act^'and SEBI Guidelines**lays down various requirements 
to be satisfied before a prospectus is to be issued to the public for subscription. 
The Companies Act casts upon the companies and their promoters a number of 
obligations to ensure that a prospectus contams true and correct information. 
Aggraval Sanjeev- Investor's Guide to Stock Exchange, Edition 1994 
** Larsen & Toubro Ltd Vs Haresh Jagtiani, 1991, Comp. L. J. V-2 (SC) p.l 
*' Section 56 of Companies Act 1956 
" SEBI (DIP) Guidelines 2000 
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Moreover, the Companies Act itself provides civil and criminal liabilities in 
case of any misstatement in the prospectus. It provides that where a prospectiis 
invites persons to subscribe for shares or debentures of a company, the 
following persons shall be liable to pay compensation to every person who 
subscribes for any shares or debentures on the faith of the prospectus for any 
loss or damage he may have sustained by reason of untrue statement included 
therein, that is to say: 
• Every person who is a director of the company at the time of the 
issue of the prospectus. 
• Every person who has authorized himself to be named and is named 
in the prospectus either as director, or as having agreed to become 
director, either immediately or after an interval of time. 
• Every person who is a promoter of the company and 
• Every person who has authorized the issue of prospectus. 
Criminal liabilities for misstatement in prospectus is provided under 
section 63'^which provides that every person who authorized the issue of the 
prospectus will be punishable with imprisonment for a term which may extend 
to two years or with fine which may extend to fifty^'thousand rupees or with 
both unless he proves either that the statement was immaterial or that he has 
*' Supra note 87, Section 62 
^ The Companies Act 1956 
" Substituted for "five" by Companies (Amendment) Act 2000, w.e.f. 13.12.2000 
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reasonable ground to believe, and did up to the time of the issue of the 
prospectus believe, that the statement is true. 
Recently, SEBI has been empowered'^to administer the provisions 
relating to issue of securities under the Companies Act if the following two 
conditions are satisfied. 
• In case of listed public companies. 
• In case of those public companies, which intend to get their securities 
listed on any recognised stock exchange in India. 
Thus the investors now can write to SEBI in case of misstatement or 
suppression of important and material facts in the prospectus. 
The investor apathy to stock exchanges is clearly visible due to their loss 
of confidence. There are many other reasons for this besides the problems and 
malpractices discussed above. There is considerable delay in refunding 
application money, issuing of allotment letters, posting of share certificates etc. 
It takes more than 6 months to effect transfer of shares. Bad deliveries, loss of 
certificates etc are also quite common despite the reforms made by SEBI to 
curb these malpractices. To make matter worse, the investor's associations in 
India are still weak body. 
^ Section 55 A inserted. Ibid 
'^ Gordon E, Natrajan K- Capital Market in India, l** Edition 1999 
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G. Recent Stock Market Scam and Working of SEBP: A 
Critical Analysis 
As discussed earlier that there are many rules regulations, bye laws etc., 
which regulate the securities market and the activities of participants in the 
securities market. The responsibility for regulating the securities market is 
shared by Department of Economic Affairs (DEA), Department of Company 
Affairs (DCA) Reserve Bank of hidia (RBI) and Securities Exchange Board of 
India (SEBI). 
Most of the powers imder the Securities Contract (Regulation) Act are 
exercisable by DEA while a few others by SEBI. The powers of the DEA under 
SC (R) Act are also concurrently exercised by SEBI. Powers in respect of the 
gold related securities, money market securities, and securities connected 
thereto are exercised concurrently by RBI. SEBI Act and the Depositories Act 
are mostly administered by SEBI. The powers under the Companies Act 
relating to issue and transfer of securities are also administered by SEBI in case 
of listed public companies and public companies proposing to get their 
securities listed.'^ Therefore, SEBI is entrusted with very wide powers related 
to securities market transactions and authorised to exercise the strict control 
over the market intermediaries. For this purpose SEBI has issued various 
^ Based on Joint Parliamentary Committee Report on Stock Market Scam and Matters Relating Their 
to, 13* Lok Sabha V-1,19 December, 2002 
'^  Supra note 71 
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guidelines and regulation under the Act as discussed.'^ Moreover the stock 
exchanges itself are acting as supervisory bodies and have various byelaws to 
regulate the securities market transactions. SEBI has power to amend and to 
give instructions to stock exchanges in the interest of securities market and the 
investors at large. The role of stock exchanges is to ensure that the brokers are 
following the law, regulations, rules and the guidelines framed by SEBI/Govt. 
from time to time and in case of inconsistency and suspiciousness in the 
conduct of brokers it has to report SEBI in this regard. But SEBI is the primary 
regulator of securities market. 
Now we will discuss the payment crisis in the Calcutta stock exchanges, 
its reasons and the role of SEBI and the CSE in this regard. 
(a) Payment Crisis at CSE and its reasons 
As discussed, earlier the stock exchanges are governed by their 
respective governing boards which was constituted on the 50:50 basis in 2001 
meaning thereby 50% of the representatives of the brokers and 50% from 
outside the brokers commimity. Discussion on governing board is important, as 
one of the biggest defaulters in the payment crisis was the member of the 
governing Board. 
The payment problem in CSE arose after the post-budget fall in the 
market prices in March 2001. There were various large brokers who were 
** SEBI Act 1992 
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involved in this including Ketan Parekh (defaulter at BSE) and his associated 
entities had linkage with CSE brokers. 
Ketan Parekh during his evidence before the committee stated that his 
entities were doing lot of arbitrage between CSE, BSE and NSE. They used to 
buy from CSE and sell later on BSE. 
There were following reasons of the payment crisis in CSE: 
• Building up of large outstanding position by a few brokers in the few 
scrips. 
• Violation of SEBI directives regarding gross exposure limits and 
margins. 
• Failure to take timely action for non- payment of margin on T-1 bases. 
• Failure of surveillance department of CSE to detect concentration of 
position built by a few brokers in few scrips and to take preventive 
action etc. 
• Violations of carry forward limits set by SEBI. 
• Private deals between the individuals or illegal badla. 
Above were the main reasons that were responsible for payment crisis in 
CSE. Therefore it all mainly relates to price manipulations. 
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(b)RoleofS£BIandCSE 
Now, we will discuss the role of SEBI during that period. During year 
1998-99 and 2000 the regulator (SEBI) inspected exchanges that have active 
trading including CSE for the following purposes whether: 
• The exchange provides a fair, equitable and growing market to 
investors, 
• The exchange's organization, systems and practices are in accordance 
with the SC (R) Acts and rules framed there under. 
• The exchange has implemented the directives, guidelines and 
instructions issued by it from time to time. 
• The exchange has complied with the conditions if any imposed under 
section 4 of the SC(R) Act while granting recognition to it. 
SEBI's inspection report during above period had brought out following 
violations or deficiencies in the working of CSE that were repeated in all the 
three years. It brought to notice that SEBI's following directives were violated 
by CSE repeatedly: 
• The exchange will reduce the post settlement period by one day and 
comply with SEBI circular dated 13-8-96 which require the exchange to 
complete the settlement within 7 days. 
227 
ubouAt^ CxMcpocote GictiiiJUeA 
• The exchange is advised to take strict, stem action such as suspension of 
membership, de-activation of trading terminals, imposition of fine or 
penalty against the defaulting members, depending upon the nature of 
violation, so that it acts as a determent for them to repeat such violations 
in future. 
• The exchange should empower its officials to take immediate action 
with the approval of the president or Executive Director regarding de-
activation of the trading terminals of the members. 
• The exchange should not adjust the amount deposited by the members 
towards additional capital against the margin liability. 
• The exchange should ensure that the margins are collected before the 
commencement of trading on the following day by directly debiting the 
margin liability to the member's bank account. 
• The exchange should immediately streamline the system of reporting 
and recording of all the off the floor transactions. 
All above SEBI's directives were violated in the CSE during the period 
of 1998, 99, 2000 and moreover SEBI's inspection report of that period itself 
pointed it out. Surprisingly, most of the above deficiencies have contributed the 
payment rises in CSE in 2001. From this various questions arise like. 
• What were the actions taken by SEBI to remove the above deficiencies 
when its inspection report revealed the violations? 
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• Should SEBI act only on the basis of compliance report filed by stock 
exchange concerned? 
• Who should ensure that the stock exchanges or members or the persons 
connected to it are complying with the statutory provisions? 
• Who will be responsible for submitting a wrong compliance report to 
SEBI? 
• What were the steps SEBI took after noticing the deficiencies or 
violations in CSE to remove them? 
In a response, the representative of SEBI said during evidence: 
"We do the follow up by calling for some compliance reports from the 
exchange. The compliance reports which we have been receiving from the 
exchange showed that whatever irregularities have been pointed out have been 
complied with or rectified. We found in the subsequent inspections again there 
were certain irregularities of that nature these things were regularly being taken 
up." 
Further SEBI stated in a written reply that... 
"CSE could have prevented the payment crisis by strictly following SEBI's 
directives on margins and exposure limits." 
Regarding the query of the concentrated position of members in certain 
scripts the former executive director of CSE stated that SEBI had been 
informed in the past by exchange regarding those price manipulations. 
229 
^£u<a<te 6»yo«i^e ($^ :tMU:t^  
SEBI defended its actions in this crisis by stating that: 
• In regular meetings and interaction with exchanges no feedback was 
received which warranted initiation of investigation at that time. 
• With reference to specific communications by SEBI as regard the 
behaviour of certain scrips, the exchange never indicated any need for 
investigation into the behaviour of these select scrips. 
• On the basis of their monitoring also, exchanges never made any 
reference to SEBI as regards any abnormality in the behavour of these 
scrips. 
• In response to specific complaints received by SEBI and forwarded to 
exchanges, the exchanges did not indicate any abnormality in the 
behavour of these scripts. 
• Exchanges reported that there was no concentration in the trading, 
circular trading etc. 
Above statements made by SEBI showed that SEBI was working or 
acting totally on the basis of advices and the suggestions given to it by 
exchanges and in accordance with the their wishes. 
The committee in its report stated that it is evident that SEBI suspected 
something might be wrong but, for fear of being held responsible for pricking 
the balloon, decided to go along with stock exchanges report that all was well 
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instead of fulfilling its regulatory duties of cross checking complacent stock 
exchanges' replies. 
Thus, it was the short survey on the price crises in CSE and the role of 
SEBI and the concerned stock exchange i.e. CSE. As stated earlier that SEBI is 
a primary and so called independent regulatory body, which has very wide 
powers under different Acts. But how far it is exercising those powers is clear 
from above discussion to some extent. 
Although, SEBI noticed during its inspection some violations or 
irregularities in the working of CSE in the period of 1998, 1999 and 2000 
repeatedly it has taken no action against the exchange in spite of the fact that it 
has power under the SC (R) Act. Under Section 11 of the Act it has the power 
to supersede the governing body of a stock exchange in case it is not working 
in accordance with the statutory provisions. It is the duty of SEBI to check that 
stock exchanges are working under statutory framework prescribed for them. 
Moreover, when the exchange assured SEBI that all irregularities have 
been rectified it did not bother to make any effort to check it. This attitude of 
SEBI has given the impression to exchanges that they can do whatever they 
want and no action against them can be taken by regulatory body until they 
themselves report to SEBI. 
Recapitulation 
Thus, in spite of many reforms by SEBI in securities market there are 
many problems and malpractices, which still exist in the market. Though under 
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the Securities Laws (Amendment) Act 1995, SEBI has power to impose 
monetary penalties on the defaulters but it rarely exercises those powers. As 
seen in many cases SEBI has suspended registration certificate of the defaulters 
which have been challenged by the parties before SAT and in most of the cases 
SAT either set aside SEBI' s order or reduced the penalties. SEBI also hesitates 
in imposing monetary penalties on the defaulters. Therefore, SEBI is not 
leaving any deterrent effect on the market participants and regular violations of 
the rules and regulations are in practice. Even during the recent securities scam 
SEBI failed to initiate timely actions against the offenders. 
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An Overview 
In the previous chapters we have discussed how securities market works 
and who makes them work. A discussion on the regulatory framework of 
securities trading and market in India has also been discussed. 
Presently, the securities markets are regulated in various western as well 
as Asian countries but this chapter only deals with the regulation of securities 
market in USA and UK that have most highly developed example of regulatory 
mechanism related to securities market. The British law on the point will also 
be discussed because of the connection it has with the Indian law. 
A. Position in USA 
The securities markets of the US provides mechanism for the purchase 
and sale of instruments i.e. known as securities, which represent claims of 
contractual nature against the company which sells or issues the instrument. 
Equity and debt instruments that can have standardized characteristics, and thus 
can be widely traded by the public, are used by business enterprises' as a 
Most business enterprises in the US, which issue securities to fund operation, are organiszed in 
corporate form. However, there is no requirement that an issuer of securities to the public should be a 
corporation, and many issuers are not in corporate form, for example, trusts or limited partnership. 
Under the various state corporate laws, shareholders are the owners of the corporations, and the value 
of their interest fluctuates with the fortunes of the company. This is in contrast to debt-holders, where 
interest in the issuer is fixed by contract. The market value of debt generally varies by the interest rate 
it bears (as compared to the rate of return available on other investments) and the credit-worthiness of 
the issuer. 
The state statutes also provide for limited liability for shareholders. Since the holder of 
common stock are the residual claimants in a corporation's capital structure without limited liability the 
price and characteristics of common stock could not be as easily standardized. Different shareholders 
with differing levels of wealth, which without limited liability would be fully exposed to the debts of 
the corporation, would demand different prices and different safeguards in exchange for their 
investment. Without standardized prices and terms, public trading of these instruments would be 
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source of funds? There are different types of public markets for securities in 
the U.S. but stock exchanges are the oldest public securities markets. The 
issuer of the securities, which are to be traded on stock exchange, must meet 
the listing requirements of the exchanges and enter into a contract, called 
listing agreement, with the exchanges. The New York stock exchange (NYSE) 
is the largest stock exchange in the US. 
Transactions in securities off the exchanges are done in the over the 
coimter (OTC) market. The principal OTC market in the US is the National 
Association of Securities Dealers Automated Quotation System (NASDAQ). 
The NASADAQ is run by the NASD, which is a trade association composed of 
virtually all the brokers and brokerage houses in the U.S. For smooth 
functioning of securities market every country needs an effective regulating 
framework. In US, both federal as well as state laws regulate securities market. 
There are three types of regulations in US which mainly regulates the securities 
market they are as follows: 
• Federal regulations (Laws) 
• State-regulations (Laws) 
• Self-Regulations 
extremely cumbersome. See Frank H. Easter brook and Daniel R. Fischel, "limited liability and the 
corporations', 52 U. Chi. L. Rev. 89,92 (1985) 
Hellen S Scott, Federation Regulation of Securities, Introduction to the Securities Market 
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(a) Federal Laws 
(i) Historical Development 
In US there were no specific laws regulating the securities market before 
1933. It may be said that the stock exchanges were regulated by their own rules 
and the state's criminal and civil laws. The statute of New York and the court 
decisions of that state related to the stock market were particularly important at 
that time. Control of such markets was not considered within the jurisdiction of 
the United States Government. There are following acts and events which serve 
as a background for the Securities Act of 1933 and Securities Exchange Act of 
1934^ which are presently the major federal statutes regulating the securities 
market in US. 
(1) Gold Speculation Act of 1864 
The Gold Speculation Act of 1864 was passed in U.S. following the 
speculation in Gold in that period. At that time the US off the gold standard and 
the US notes or "greenbacks" were fluctuating at various fractions of face 
value. As a result, gold was selling at substantial premiums in terms of paper 
currency. Much speculation took place in currency and gold that was bought 
and sold on the exchange by brokers and dealers. Therefore, the purpose of 
passing the Gold Speculation Act was to forbid the practice of speculation in 
Gold. 
' Farewell Leflfler- The Stock Market, 3"* Edition 1963 
235 
^€CWtVaM,^)laALlln,^^&<u*Z%% 
(2) The Hughes Commission Report of 1909 
In this period the investigation of stock market received a prime 
importance and wide attention. The then Governor of New York Mr. Charles 
Evans Hughes, appointed a commission to investigate securities and 
commodities speculations. This commission was headed by Horace White, a 
noted authority on money and banking.'* The report of the commission 
extensively dealt with the operations of the New York stock exchange.^  The 
report criticised a number of practices of the exchange and for its correction 
suggested self-regulations irrespective of any other method. There was no 
suggestion in report for federal control in this regard. 
(3) The Pujo Money Trust Inquiry of 1912 
The Congress authorized a committee to investigate Wall Street but the 
investigation centered largely in the concentration of economic control by a 
system of interlocking directorates of banks and corporation. Whatever, 
investigation of the stock exchanges was made during the period, received little 
or no public attention. 
(4) The Market Decline of 1929-33 
The market decline in U.S. during the period of 1929-33 was the main 
reasons for the passing of Securities Exchange Act 1934, In that period 
declines in industries stock prices of 89 percent were registered by the 
" Ibid 
'New 
Commodities, June 7, 1901 
Ne  Yorlc State, Report of Governor Hughes Committee on Speculation in Securities and 
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Dowjones average and 87 percent by that of the New York Times.^ This sharp 
decline in the prices resulted in the huge losses to thousands of small 
speculators and investors. These events raised a strong need for investigation 
and regulation of securities marked. As a result, during the 72"'' and 73''' 
sessions of congress, the Senate Committee on Banking and Currency made a 
very thorough investigation of manipulation in the securities market. 
History, thus, shows that the most important reason for passing of the 
Securities Act 1933 and securities exchange Act 1934 was the market crash in 
U.S. during the 1929-33. Through, the first federal Act that was passed in 1864 
i.e. Gold Speculation Act was not very successful and was repealed in 15 days.' 
(ii) Present Position 
At present there are following federal laws which regulates the securities 
market in US. 
• Securities Act of 1933 
• SecuritiesExchange Actof 1934 
• Public Utility Holding Company Act of 1935 
• Trust Indenture Act of 1939 
• InvestmentCompany Actof 1940 
• Investment Advisors Act of 1940 
* Supra note 3 
' Ibid 
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• Sarbanes - Oxley Act of 2002 
Here we will have a brief discussion on these acts 
(1) Securities Act of 1933 
This Act sometimes referred as "truth in securities" Act.* The Securities 
Act primarily regulates the new securities offered to the public. The Act 
requires that all offers or sales of securities will be made pursuant to a 
registration statement.' The main purpose of the Act is to make certain that the 
new securities offered to the public are fully and clearly described in the 
registration statement and prospectuses. Thus, this Act is essentially disclosure 
statute. Though, the Act provides that no security is to be issued to the public, 
unless it has been registered with Securities Exchange Commission (herein 
after referred as SEC) there are many exemptions from the registration 
requirement. Some of them are as follows: 
• Private offering to a limited number of persons or institutions 
• Offering of limited size 
• Litrastate offerings and 
• Securities of municipal, state and federal governments. 
The main object of registration of securities with SEC is to ensure that 
the disclosures made in the registration statement are accurate and correct. But 
the SEC does not guarantee its correctness. The registration statement filed to 
' Edward R, Willet- Fundamentals of Securities Market, Edition 1968 
' Section 5 of the Securities Act 1933 
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the SEC automatically becomes effective after 20 days of its filing.'" But if a 
statement on its face appears incomplete or inaccurate, the SEC may refiase to 
allow the statement to become effective. A misstatement or omission of a 
material fact may result in the registration's suspension.'^ 
The Act also provides for civil liability for damages arising from 
misstatements or omission in the registration statement or for offers made in 
violation of the law. Further, the Act provides for civil liabilities for 
misstatement or omission in any offer or sale of securities, whether or not the 
security is registered to SEC. 
The registration statement has two parts, first- the information that 
eventually forms the prospectus and second- information that does not need to 
be furnished to purchasers but is available for inspection within SEC files. Full 
disclosure in this regard includes management's aims and goals, the number of 
shares the company is selling, what the issuer intends to do with the money, 
legal standing such as pending suits, income and expenses and inherent risks of 
the enterprise.'^ 
(2) Securities Exchange Act of 1934 
As discussed, that the Securities Act 1933 mostly regulates the new 
securities issued to the public. The Securities Act 1934 (herein after referred as 
Act 1934) extended to regulate all phases of trading in existing securities. The 
'" 'About the SEC from Internet 
" WEST'S Encyclopedia of American Law, 2™* Edition 
'^  Robbins Sydney- The Securities Market: Operations and Issues, l" Edition 1966 
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main objective of the Act 1934 is to prevent unfair and inequitable practices 
and to bring trading on stock exchanges and in the over the counter market 
under the federal control. 
This Act 1934 established SEC that will be discussed ahead. The Act 
1934 provides that the issuers, subjects to certain exemptions, must register 
with the SEC if they have a security traded on a national exchange. This 
requirement is distinct from the requirement of registration under Act 1933. 
Securities registered under the Act 1933 act for a public offering may also have 
to be registered under the Act 1934.'^  The companies with publicly traded 
stocks; issuers of securities registered under this act must file various reports 
with the SEC. Since 1964 this disclosure requirement has applied not only to 
companies with securities listed on national securities exchange but also to 
companies with more than 500 shareholders and more than $5 million in assets. 
False and misleading statements in any documents required under the Act 1934 
may result in liability to persons who buy or sell securities in reliance on these 
statements.''* 
(I) Prohibition of manipulation of securities prices 
The significant part of the Act 1934 prohibits the manipulation of 
securities prices.'^ This provision applies not only to brokers, dealers but also 
to any persons who directly or indirectly use the mails or the other facilities of 
" Supra note 11 
''Ibid 
" Section 9 & 10 of the Securities Excliange Act of 1934 
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any national securities exchange. The Act 1934*^  particularly prohibits the 
following transactions/manipulations in securities by the persons, dealers and 
the brokers. 
* The transactions made only for the purpose of creating false or 
misleading appearance of active trading in any security registered on 
national securities exchange, or a false and misleading appearance with 
respect to the market for any such security. 
The transactions made for the purpose of raising or depressing the prices 
of securities to induce the other persons for purchase or sale of such 
securities. 
It prohibits the dissemination of false and misleading information made 
for the purpose of raising or depressing the prices of the securities by the 
dealers, brokers or the persons selling or offering for sale or purchasing 
or offering to purchase the securities. 
It prohibits the brokers, dealers and the persons selling or offering for 
sale or purchasing or offering to purchase the securities to make any 
statement which was at the time and in the light of the circumstance 
under which it was made, false or misleading with respect to any 
material fact, and which he knew or had reasonable ground to believe 
was so false or misleading regarding the securities. 
'* Section 9 (a). Ibid 
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• It prohibits the transactions made for the purpose of pegging, fixing or 
stabilizing the prices of securities in contraventions of the rules and 
regulations prescribed by SEC. 
Further, the Act 1934 has authorized SCE to make rules about any other 
manipulative or deceptive device in the public interest. Section 9 of the Act 
1934, thus, broadly prohibits any type of manipulations of securities prices by 
the dealers, brokers and other persons. 
(II) Prohibition of insider trading 
In order to prevent corporate officials from using inside information for 
the purpose of speculating in securities of their corporation the Act 1934'^  
provides three checks that are as follows'*: 
• Each officer, director and beneficial owner of more than 10% of any 
listed class of stock must file with the SEC and the exchange an initial 
statement of his holdings and there after monthly reports that reflect any 
changes in his holding.'^ 
• Profits obtained by insiders from transactions in the corporation's stock 
within any six months period may be recovered by the company or by 
any security holder on its behalf^" 
• Insiders are prohibited from engaging in short sales of their companies 
stock.^' 
"Section \6,Ibid 
"Supra note 12 
" Section 16 (a) of Securities Exchange Act 1934 
^"Section 16 (b),/*W 
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It is submitted that the above provisions afford investors a valuable 
protection against the abuses by the insiders. Each provision has a different aim 
and purpose. The first provision deals with the disclosure requirements. It will 
reduce the chances of dealing in securities for selfish ends by those insiders. 
The second provision is very mechanical in nature. Section 16 (b) 
provides that the profit obtained by an insider fi-om transaction completed 
within six months in equity securities of the corporation with which he is 
associated may be recovered by the company or on its behalf by the security 
holder. The intention in this regard whether he acted in good faith or otherwise 
is irrelevant. Thus the insiders become liable to the company solely on the basis 
of their insider status and regardless of their motive or use, if any of inside 
information.^ ^ 
The last provision prohibits certain sales absolutely by insiders. The 
short selling by insiders are absolutely prohibited by the Act 1934. A short sale 
means the selling of security that the seller does not own or has ownership but 
does not want to deliver it. The short sellers are usually considered as 
speculators. 
Thus, these are the main provisions of the Act 1934, which prohibits the 
insider trading. The SEC has also been given wide powers to deal with insider 
trading under the Act 1934. 
^'Section 16(c),/AW 
^ Kern County Land Co. Vs Occidental Petroleum Corp., 411, US 582,611 (1973) 
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(III) Regulation of Proxy Solicitation 
The Act 1934 also regulates proxy solicitation, which is information that 
must be given to a corporation's shareholders as a prerequisite to soliciting 
votes. Prior to every shareholder meeting, a registered company must provide 
each shareholder with a proxy statement containing certain specified material, 
along with a form of proxy on which the security holder may indicate approval 
or disapproval of each proposal expected to be presented at the meeting. The 
copies of the proxy statement and form of proxy must be filed with the SEC 
when they are first mailed to security holders.^ ^ A misstatement in proxy 
statement may incur liabilities. Therefore, this provision deprived officers, 
directors and substantial shareholders of any incentive to abuse their position 
by trading in securities of their companies on he basis of information not 
known to the public. 
(TV) Regulation of use of credit in securities transactions 
The Act 1934 prohibits the excessive use of credit for the purchase or 
carrying of securities. The Act 1934 authorised Board of Governors of the 
Federal Reserve System to prescribe rules and regulations with respect to the 
amount of credit that may be initially extended and subsequently maintained on 
any security. For the initial extension of credit, suck rules and regulations 
shall be based upon the following standard^ :^ 
^^  Section 7 & 8 of Securities Exchange Act of 1934 
Security other than an exempted security or a security futures products 
^' Section 7 (a) of Securities Exchange Act of 1934 
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• 55 per centum of the current market price of the security or 
• 100 per centum of the lowest market price of the security during the 
proceeding thirty six calendar months, but not more than 75 per centum 
of the current market price. 
However, the Act 1934 gives wide powers to Board of Governors of the 
Federal Reserve to prescribe such lower and higher margin requirements, as it 
may deem necessary or appropriate to prevent the excessive use of credit to 
finance transactions in securities.^ ^ 
The Act 1934 fiorther prohibits any member of national securities 
exchange of any broker or dealer directly or indirectly to extend or maintain 
credit or arrange for the extension or maintenances of credit to or for any 
customer in contravention of the rules and regulations prescribed by the Board 
of Governors of the Federal Reserve System on any security.^' 
Therefore, it is submitted that the Act 1934 not only regulates the 
amount of credit but also places severe restriction on the source of such credit. 
In general the Act 1934 seeks to prevent such credit fi-om being extended by 
others than members banks of the Federal Reserve System, by non-member 
banks signing agreements with the board, and by brokers and dealers under 
such rules and regulations as may be prescribed by Board of Governors.^ * 
*^ Section 7 (b), Ibid 
" Section 7 (c). Ibid 
^' Supra note 3 
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The aim of the above provisions is to help in curbing the speculative 
markets. The margin means the amount that the investor has to deposit with the 
dealer or broker while purchasing security and the remaining amount or the 
difference between this amount and the purchase price of the securities can be 
borrowed by the investor. The margin amount in the security, which is 
subjected to more speculation, is increased generally. Accordingly, if the 
market drops and appears to have little appeal to investors, the amount of 
margin is likely to be reduced. 
(3) Public Utility Holding Company Act of 1935 
This Act is very specific in its application. It regulates the interstate 
holding companies engaged, through subsidiaries, in the electric utility 
business or in the retail distribution of natural or manufactured gas. These 
companies are required to submit reports containing information regarding 
organizations, financial structure, and operations of the holding company and 
its subsidiaries^^. The matters such as acquisitions, business combinations, the 
issues and sale of securities and financial transactions of holding companies are 
subjects to the SEC regulation in this regard. 
(4) Trust Indenture Act of 1939 
This Act basically regulates the transactions in bonds, debentures and 
notes. The public offerings of these securities are subject to this Act. The 
formal agreement between the issuer of bonds and the bond holder i.e. known 
'Laws and Regulations' from Internet 
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as 'trust indenture' must comply with the requirements under this Act. These 
securities may not be offered to the public for sale in spite of the fact that the 
securities are registered under the securities Act^ ° unless the requirements 
under this Act have not been complied with.^' 
(5) Investment Company Act of 1940 
This Act regulates the investment companies. Investment companies are 
those companies, which engaged primarily in the business of investing, 
reinvesting or trading in securities. They may also be companies with more 
than 40 percent of their assets consisting of investment securities.^ ^ Investment 
companies also include open-end companies commonly known as mutual 
funds.^ ^ The Act requires that the investment companies have to disclose their 
financial condition and investment policies to investors at the initial stage i.e. 
when the stock is sold and subsequently on a regular basis. Therefore the focus 
of this Act is on disclosures to the investing public of information about the 
funds and its investment objectives, as well as, on Investment Company's 
structure and its operations.^ '* 
Subject to certain exemptions the investment companies must be 
registered with SEC. The registration includes a statement of the company's 
'"Securities Act 1933 
" Supra note 29 
'^  Securities other than securities of majority owned subsidiaries and govt securities 
" Supra note 11 
'" Supra note 29 
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investment policies. Further, they must file annual reports with SEC and should 
maintain certain accounts and records.^ ^ 
(6) Investment Advisors Act of 1940 
This Act regulates the activities of the investment advisors. The Act 
requires that the firms or sole practitioners engaged in advising others about 
securities investment must be registered with SEC, Thus, no firm and person 
can be engaged in the business of advising others about the securities to be sold 
or bought or otherwise unless such firm and person are registered with the 
SEC. But the above act has been amended in 1996 that requires that only 
advisors who have at least $25 million of assets under management or advise a 
registered investment company must be registered with the SEC. 
Now the amended Act does not require that every advisor should be 
registered with SEC but only the advisors, which fulfill following conditions, 
must be registered with SEC. The conditions are as follows: 
• If the advisors have at least $ 25 million of assets under management or 
• If the advisors advice a registered investment company. 
(7) Sarbanes-Oxley Act of 2002 
The major corporate scandals involving the Enron Corporation (world's 
largest energy, conunodities and service companies) in US in 2001 resulted the 
" Supra note 11 
'* 'The Innvestor's Advocate' from internet. 
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enactment of the above Act.^' The Act introduced number of reforms to 
enhance corporate responsibility, enhance financial disclosures for the purpose 
of preventing the corporate and accounting fraud. The Act made it mandatory 
that the SEC, by rule, requires the principal executive officer and principal 
financial officer to certify in each annual or quarterly report the accuracy and 
completeness of the information in the report. A knowing violation of this 
section is punishable by up to 10 years in jail and a $ 5 million fine. The Act 
has also created a board i.e. "Public Company Accounting Oversight Board" to 
oversee the auditing profession. The Board shall file annual report with the 
SEC. 
Thus, it was the general idea of the federal laws governing the securities 
market in U.S. It is not possible here to give the details of all the acts, as they 
are very lengthy statutes. But fi-om the above it is clear that the Securities Act 
1933 and the Securities Exchange Act 1934 is general in their application. 
They are the major federal laws, which mainly focus on the disclosure 
requirements to be made by the issues of the securities. The Act 1933 mainly 
regulates to the new issue of securities offered to the public and the Securities 
Exchange Act 1934 regulates that existing securities to be sold or bought the 
stock exchanges or on the OTC market. The other Acts are specific in their 
applications. Apart from these acts the market is also regulated by the rules and 
regulation laid by SEC in this regard. 
" Also known as the Public Company Accounting Reform and Investor Protection Act 
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(b) State Laws 
The state laws regulating the securities are not uniform in all the states. 
However they provide some common or basis requirements that are as 
Follows^*: 
• They require the registration of individuals and firms who intend to 
engage in securities market. 
• The registration of information regarding securities to be offered for sale 
subjects to certain exemptions like securities listed on national 
exchanges, federal, state, municipal securities etc. 
• State laws refer to the prevention of fi:audulent securities sales as: 
- State antifraud provisions are usually quite broad. 
- The sale of a security at a price, which is not reasonable related to the 
current market price, may constitute fraud. 
- There are also provisions in the state laws for the prosecution of those 
individuals who are guilty of fraud. 
For the purpose of administering the above laws the state generally 
establishes commission. The state securities laws are commonly known as 
"Blue Sky Laws" because of an early judicial opinion that described the 
'* Supra note 8 
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purpose of the laws as preventing speculative schemes, which have no more 
basis than so many feet of blue sky.^ ^ 
(c) Self-Regulations 
The Securities Exchange Act 1934 has introduced the new principle of 
self- regulation that is very strong in the USA. This principle has its roots in 
statute. The self-regulations for stock exchanges have also been suggested by 
Hughes Commission in its report in 1909. The registered stock exchanges can 
adopt and enforce any law that is not inconsistent with the other laws. Thus, the 
stock exchanges in U.S. are effective self- regulatory organisations, their rules 
are designed to prevent fraud and manipulative acts and practices and also 
regulate the activities of their members and provide the appropriate discipline 
to them. 
The Congress later extended federal registration to non-exchange, or 
OTC, markets in 1938 and authorized the establishment and registration of 
national securities association with SEC. Further in 1975 Congress expended 
and consolidated SEC authority over all self-regulatory organisations."*" 
(d) Securities Exchange Commission: Its powers and Functions 
The SEC is a federal agency primarily responsible for administering and 
enforcing the federal laws. The SEC is established under the Securities 
' ' Hall Vs Geiger- Johns, 242 US 539,372, S. Ct.217,61 L.Ed. 480 (1917) 
'"' Supra note 11 
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Exchange Act 1934/' It is composed of five commissioners who are appointed 
by the president with the advice and consent of the senate. Their term of office 
is five years, which is set in such a way that one commissioner's term ends on 
June 5 of each year. The president also designates one of the commissioners as 
chairman, the SEC's top executive. The Act 1934 provides that not more than 
three of such commissioners shall be member of the same political party and 
that members of different political parties shall be appointed alternately as 
nearly as is practicable. This provision is made for the purpose of reducing the 
risk of political dominance and keeping the SEC as impartial. 
The SEC has four divisions and 18 offices for the purpose of performing 
its duties effectively. These divisions and offices have been entrusted different 
tasks. The divisions and offices of the SEC are as follows:"*^  
(i) Divisions of SEC 
(1) Division of Corporate Finance 
This division basically keeps a close watch over the disclosure 
requirements to be made by the corporations at different stages. The division 
checks that the corporations are complying with the requirements of laws. The 
division also assists to the companies by interpreting the SEC's rules and can 
also recommend to the SEC to adopt the new rules for the purpose of 
improving the quality of disclosures. 
'^ Section 4 of Securities exchange Act 1934 
"•^  'The investor's Advocate' from Internet 
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This division reviews the following documents, which are required to be 
filed with the SEC by the companies. 
- Registration statements for newly offered securities. 
- Annual and quarterly filings 
- Proxy materials sent to the shareholders before an annual meeting. 
- Annual reports to shareholders 
- Filing related to merger and acquisitions etc. 
The division, thus, checks that the information disclosed in the 
registration documents are accurate. But as discussed earlier its does not 
in any way guarantee the correctness of the information made in the 
documents. This division also monitors the activities of the accounting 
profession. Moreover, the division also provides guidance and 
counseling to public, registered companies etc. for the purpose of 
helping them in complying with the laws. 
(2) Division of Market Regulation 
This division establishes and maintains standard for fair, orderly and 
efficient markets. For this purposes the division regulates the activities and 
operations of the market participants which includes broker-dealer firms, self-
regulatory organizations such as stock exchanges and the National Association 
of Securities Dealers (NASD) Municipal Securities Rule Making Board 
(MSRB), clearing agencies and transfer agents etc. The division also carries out 
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the SEC's financial integrity programs for broker-dealers. It reviews and 
approves the new rules and also proposed changes to existing rules of the 
SROs. It also monitors the operations of the securities market. 
Thus, the division monitors that the market is operating in a fair and 
healthy manner and the participants in it are complying with the laws. 
(3) Division of Investment Management 
This division regulates the $ 15 trillion investment management industry 
and administers the securities laws effecting investment companies and 
investment advisers. The division reviews investment companies and 
investment adviser's filings with SEC. This division also regulates the public 
utility holding companies. It examines their annual reports, periodic reports etc. 
Therefore, this division regulates the operations of the investment 
companies, advisors and the holding companies. 
(4) Division of Enforcement 
This is the most important division of SEC. The division investigates 
possible violations of securities laws and recommends actions in appropriate 
matters either in federal courts or before an administrative law judge. The 
division works closely with various criminal law enforcement agencies 
throughout the country to develop and bring criminal cases when the 
misconduct is more severe. 
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This division is mainly responsible for the enforcement of securities 
laws. The SEC has the following offices for its assistance. 
(ii) Offices of SEC 
(1) OfHce of Administrative Law Judges 
Administrative law judges are independent judicial officers. They 
conduct hearings and rule on allegations of securities law violations initiated in 
most cases by the SEC's enforcement division. The SEC can seek a variety of 
sanction through the administrative law judge. The possible sanctions include 
imposition of a cease and delist order, suspension and revocation of a broker-
dealer or investment adviser registration, payment of civil monetary penahies 
and disgorgement of ill gotten gains etc. 
(2) Office of Human Resources and Administrative Services 
It implements and evaluates the commission's program for human 
resources and personnel management such as pay administration, recruitment, 
placement etc. 
(3) Office of the Chief Accountant 
The chief accountant is the principal advisor to the SEC on the matters 
related to accounting and auditing. An audit is an examination of a company's 
financial books and records to ensure that it keeps fair consistent documents in 
accordance with SEC regulations. 
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(4) Office of compliance Inspections and Examination 
The office conducts inspections for the purpose of detecting the 
violation of law throughout the nation and also examines the woridng of market 
participants like broker-dealers, SROs, investment companies etc. and report to 
SEC in this regard. 
(5) OfHce of Financial Management 
This office administrators the financial management and budget 
functions of the SEC. 
(6) Office of Economic Analysis 
This office analysis the potential impacts and benefits of proposed 
regulations, conducts studies on specific rules and engages in long-term 
research and policy planning. It advises to SEC in this regard. 
(7) Office of Equal Employment Opportunity 
Any organisation's employees are important resources. SEC has created 
this office for the protection of its employees fi"om any prejudice. This is an 
independent office. Its primary mission is to prevent employment 
discrimination including discriminatory harassment. Therefore this office 
creates an environment in which the employees of SEC could work efficiently. 
It monitors internal policies regarding the employees and reports to chairman in 
this regard. 
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(8) Office of the Executive Director 
This office develops and executes the management policies of the SEC. 
(9) Office of Filings and Information Services 
The office supports the SEC's full disclosure, supervision and regulation 
of securities market and investment management regulations programs. 
(10) Office of the General Counsel 
This is the legal office of SEC. General counsel of SEC represents it in 
civil, private or appellate proceedings. He also prepares legislative material and 
also provides independent advice to SEC division and other offices. 
(11) Office of Information Technology 
It supports the SEC and its staff in all aspects of information technology. 
(12) Office of the Inspector General 
It conducts internal audits and investigation of SEC programs and 
operations for the purpose of identifying and mitigating operational risks and 
improving the efficiency and effectiveness of the programs. 
(13) OfHce of International Affairs 
It assists SEC in developing and implementing its international 
enforcement and regulatory initiatives etc. 
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(14) Office of Investor Education and Assistance 
It assists the investors in various ways. The office serves individual 
investors by assuring that their problems and concerns are known through out 
the SEC and considered by it. It also organizes various programs for investors 
awareness. 
(15) Office of legislative affairs 
This office maintains the coordination between SEC and the members of 
the Congress. 
(16) Office of Public Affairs, policy evaluation and Research 
This office coordinates SEC media relations and monitors media 
coverage of issues related to SEC and the securities market. 
(ill) Powers and Functions 
The SEC has responsibility to administer and enforce the federal laws, 
rules and regulations that is not an easy task. As discussed for the purpose of 
performing this task the SEC has a well-defined organizational set up. It has 
various divisions and offices and their responsibilities are very much divided so 
that there would be no confusion regarding their responsibilities and the 
functions. As discussed, SEC has various functions, responsibilities that have 
been entrusted to it under different federal laws. It is not possible to enumerate 
all the functions, responsibilities that it has to perform for regulating the 
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securities market and preventing the abusive corporate activities in the 
securities market. In brief, it has the following main functions. 
• Registration and regulation of securities under Securities Act'*^  
• Registration and regulation of securities under Securities Exchange 
Act^ 
• Registration and regulation of dealers, brokers, transfer agents, clearing 
agencies etc. 
• Registration and regulation of investment advisors under Investment 
Advisors Act."*^  
• Registration and regulation of investment companies under Investment 
Companies Act.'*^  
• Registration and regulations of self-regulatory organisations. 
• Regulation of holding companies under public Utility holding 
companies Act'*^  
In general, the SEC has responsibility to enforce all the federal 
acts, rules made there under and the regulations. It has a duty to prevent 
the violation of such acts, rules and regulations by the issuers of the 
securities and the persons associated with the securities market. For the 
43 Securities Act 1933 
** Securities Exchange Act 1934 
*' Investment Advisors Act 1940 
"* Investment Companies Act 1940 
*'' Public Utility Holding Companies Act 1935 
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purpose of enforcing these acts, rules and regulations it has various 
powers under the acts some of them are as follows: 
(1) Power to investigate violation 
The SEC has very broad powers to investigate the violations in the 
securities market/* The SEC conducts many kinds of investigation to 
determine violations of rules and practices. It may investigate to determine 
whether a person has violated or is violating. 
• Any provisions, rules or regulations under the Acts. 
• Any rules of a national securities exchange or registered securities 
association. 
• Any rules of a registered clearing agency. 
• Any rules of public company accounting oversight board and 
• Any rules of mxmicipal securities rule making board. 
The SEC not only enforces the federal Acts but also the rules of various 
other organisations. These investigations may be started by SEC on its own 
mitiative, either on routine checks or because of evidences of violation; which 
may come from enquiries or complaints by customers, brokers or dealers, the 
records of brokers or dealers may also bring the irregularities to light.'*' 
Generally, the SEC initially conducts an informal inquiries, including 
interviewing witnesses. This stage does not usually involve sworn statements 
"* Section 21 (a) Of Securities Exchange Act 1934 
*' Supra note 3 
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or compulsory testimony.^" But if it appears in inquiry that any violation has 
occurred it can conduct a formal inquiry or investigation. 
(2) Power to compel attendance of witnesses 
While investigating, the SEC or its officers may compel the attendance 
of witnesses for the purpose of taking evidences.^' It has power to issue 
subpoenaed to the witnesses and also to testify them It may also compel 
witnesses for production of any records such as books, papers etc. which SEC 
deems relevant or material to the inquiry. For the purpose of enforcing these 
powers it has assistance of US courts. Any person who fails or refuses to attend 
testify, or to answer any lawful inquiry or to produce records in his power in 
obedience of the subpena will be guilty of misdemeanor and upon conviction 
shall be guilty of fine up to $ 1,000 or to an imprisormient of a term up to one 
year on both.^ ^ 
If after the investigation the SEC finds that any violation has been 
occurred it may bring an action before administrative judge or in any other 
appropriate court. 
(4) Assistance of US courts 
If any person has refused to obey subpena issued by SEC it can seek the 
assistance of any U.S. court within the jurisdiction of which the investigation or 
proceeding is carried on or where such person resides or carries on business. In 
^ Supra note 11 
' ' Section 21 of Securities Exchange Act 1934 
" Section 21 (c). Ibid 
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such case the court may issue an order requiring such person to appear before 
the SEC and failure to obey such orders shall be punishable as the contempt of 
court. In many other matters also the SEC can seek the aid of the US courts. 
(5) Power to bring action against defaulters 
If after the investigation it appears to SEC that any person has violated 
any provision of acts, rules or regulation it can bring two types of actions. 
• Administrative actions 
• Civil actions 
The administrative proceedings are initiated before the administrative law 
judge (hereinafter referred as ALJ). The ALJ as discussed earlier, is an 
independent officer of SEC. The ALJ presides over the hearings and considers 
the evidences presented by the parties. Following the hearings the ALJ issues 
an initial decision in which he makes findings of fact and reaches legal 
conclusions. He can impose many types of sanctions as discussed. 
The SEC can also file a complaint with appropriate US court which 
describe the misconduct, identifies the laws and rules violated, and identifies 
the sanction or remedial action that is sought by it. SEC may asks the court to 
issue injunctions prohibiting the acts or practices violating the law, rules and 
regulations. The court may bar persons from serving as officers and directors in 
appropriate cases. The court may also impose civil penahies to be paid by the 
persons violated the laws, rules and regulations. The amount of penalty will be 
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determined by the court in light of the facts and circumstances. The Securities 
Exchange Act^ ^ provides the maximum limit of penalties which is as follows: 
• The amount of penalty will not exceed the greater of $ 5,000 for a 
natural person or $ 50,000 for any other person '^' or 
• The gross amount of pecuniary gain to such person (defendant) as a 
result of the violation for each violation. 
However, where the violations involved fraud, deceit, manipulation or 
deliberate or reckless disregard of regulatory requirements the amount of 
penalty will be as follows: 
• The amount of penalty will not exceed the greater of $ 50,000 for a 
natural person $ 250,000 for any other person or 
• The gross amount of pecuniary gain to such person (defendant) as a 
result of violations. 
Apart from the above powers the SEC has fiiU quota of administrative, 
legislative, judicial and enforcement powers for the purpose of preventing 
unreasonable fluctuation, excessive speculation and maintaining orderly 
market. But the most important authority of SEC is its enforcement authority as 
without this it was not possible to exercise the other powers and seek the 
compliance of those powers. Making the laws, rules and regulations serve no 
"Section 2 ld3B,/6W 
''' Includes natural persons as well as artificial persons 
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purpose until and unless they are enforced or implemented properly and 
effectively. 
The SEC, thus, has vast powers in this regard, which includes power to 
investigate, power to issue subpoenaed, to testify witnesses, to bring actions 
against defaulters etc. It not only has those powers but also exercises those 
powers very effectively in appropriate cases. It brings between 400-500 civil 
enforcement actions against individuals and companies that break or violate the 
laws, rules and regulations.^ ^ These violations include insider trading, 
accounting fraud, providing false and misleading information about securities 
and the companies that issue them. It may also refer persons to the justice 
Department for criminal prosecutions. 
B. Position in UK 
In UK there are many statutes and non-statutory^^ codes which regulates 
the securities market. But here we will discuss the newly enacted Financial 
Services and Markets Act 2000 (hereinafter referred as FSM Act). It broadly 
deal with market abuses, penalty etc. A regulatory authority i.e. Financial 
Services Authority has also been constituted under FSM Act for the regulation 
of securities market in UK. The goal of this authority is to maintain efficient, 
orderly and clean financial markets and help retail consumers in achieving a 
fair deal.^ ^ Therefore, a part from maintaining a healthy and orderly market the 
" 'Introduction-The SEC: Who We Are, What We Do,' from Internet 
'* Non-Statutory Codes are the Stock Exchange Model Code, The City Court on Takeover and 
Mergers, The Substantial Acquisition Rules 
" Supra note 55 
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aim of authority is to help the retail consumers in achieving the fair deal. Here, 
the focus is on retail consumers as they need more protection against the abuses 
like price manipulations, insider leading etc. The disclosure and the publicity 
are the two most important means of controlling abuses under this FSM Act. 
(a) Financial Services and Markets Act, 2000 
This Act has replaced the Financial Services Act 1986 and introduced 
more transparency in securities transactions. It has constituted a single 
regulator in U.K. i.e. Financial Services Authority which is mainly responsible 
for the regulation of securities market and the enforcement of the laws, and 
rules though there are many other organizations which are entrusted with 
related responsibilities.^* 
(i) Authorised persons to carry business activities 
The persons are prohibited from carrying on a regulated activity in the 
UK unless and until they are one authorized by Authority to carry on such 
activities. The Act provides that... "No person may carry on a regulated 
activity in the United Kingdom, or purport to do so unless he is (a) an 
authorized person or (b) an exempt person."^' 
The persons thus for the purpose of carrying on the business of regulated 
activities must be authorized to do so or may be the persons who are exempted 
from seeking such authorization. 
Other organisations such as HM Treasury, The Bank of England, The Department of Trade and 
Industry, the Department for Worics and Pensions, The Office of Fair Treading, the Serious Fraud 
Office, National Criminal Intelligence Service etc 
*' Section 19 (I) of FSM Act 2000 
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The regulated activity means an activity of 'specified kind' that is 
carried on by way of business and is 'related to an investment of a specified 
kind'.^° The investment includes any asset, right or interest. Specified means 
specified by order of treasury.^' Thus the regulated activities include the 
business of investment of a specified kind. What is specified kind would be 
specified by the order of Treasury. These prohibitions are very general in 
nature and are referred as general prohibition. The persons authorized to carry 
on such activities will do so in accordance with permission given to them by 
the authority. They will not contravene any terms and conditions imposed to 
them by the authority. However, such persons contravening these terms and 
conditions will not be guilty of an offence and such transactions may not be 
void or unenforceable.^ ^ But an affected party may bring an action against them 
for the loss, other party suffered by such contraventions.^ 
But if a person contravenes the general prohibition i.e. if he has neither 
been authorized to carry on regulated activities nor exempted from such 
authorization he will be guilty of an offence and such person may be liable^ :^ 
• on sunmiary conviction to imprisonment for a term not exceeding six 
month or a fine and 
*° Section 22(1) (a),/AW 
*' Section 22, 5, Ibid 
"Section 20(1),/AW 
" Section 20 (2) (a) (b). Ibid 
^ Section 20 (3), Ibid 
"Section23 (J),/AW 
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• on a conviction on indictment, to imprisonment for a term not exceeding 
two years or fine. 
However, this is not the hard and fast rule, there are certain defences 
available to the accused like if the accused shows that he took all reasonable 
precautions and exercised all due diligence to avoid the offence. 
(ii) Listing of Securities 
Listing of securities in UK means the admission of securities in the 
'Official List.' This list is maintained by the Authority. The Authority is 
authorized imder the Act to make listing rules. Before enactment of this Act it 
was the Board of Directors of London Stock Exchange who was authorized to 
make listing rules^. Therefore, this is the most important change taken place 
after the enactment of this Act. An independent authority now has been 
entrusted with this task to regulate the listing procedure. 
An application for listing must be made in the maimer required by the 
listing rules. However, an application for listing can not be made without the 
permission of the issuers of securities^' and no application may be made in 
respect of securities issued by a body of prescribed kind (private company). 
The Authority may refuse an application to list securities if the 
requirements of listing rules or any other requirements imposed by Authority 
are not complied with by the concerned person.^ * It may also refuse an 
** Financial Services Act 1986, part IV 
*' Section 75 (2) of FSM Act 2000 
*' Section 75 (4), Ibid 
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application if the authority considers that admission of security in official list 
would be detrimental to the interest of investment or in case of securities which 
are already listed in another EEA state and the issuers fail to company with the 
obligations imposed by that listing.^' The Authority must notify the applicant 
of its decision on the application within six months of receiving application'" 
and a failure to inform within this time will be taken as a refusal of 
application.'' 
Apart from this the listing particulars containing the information which 
is reasonably requu-ed by the investors and their advisor for the purpose of 
making the informed assessment regarding the assets and liabilities, financial 
position, profits and losses, and the prospectus of issuing company and the 
rights attaching to such security must also be submitted to the Authority.'^ This 
requirement is in addition to the other requirements under listing rules as well 
as the requirements imposed by the Authority. The securities of issuers may not 
be admitted in the official list unless these particulars are submitted and 
approved by the Authority. Such particulars must also be published unless 
exempted by Authority." If there is any significant change subsequently it 
must also be submitted to the Authority.''* 
Thus, the most significant provision imder listing rules is the publication 
of listing particulars that is very useful for investors. They need not to go to the 
*' Section 75 (5) and (6), Ibid 
Or within six months of issuing any further information it has requested 
" Section 76 (1) (a) of FSM Act 2000 
" Section 80, Ibid 
"Section 79 (l),/6/V/ 
'"Section 81,/6W 
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Authority to check information. Moreover, if there were any omission from 
mentioning any information as required, in listing particulars or if there is any 
untrue, misleading statement in the particulars the person responsible would be 
liable to pay compensation to the other person who has suffered loss due to 
such statements/^ The Authority may also impose fine on the issuers of 
securities or on an applicant for listing/^ 
Regarding issue of new securities'' a prospectus must also be submitted 
to Authority and published before listing of securities in official list.'* 
Therefore, these are some important provisions regarding the listing of 
securities in U.K. 
(iii) Regulation of market abuses 
The Act prevents market abuses such as insider trading, price 
manipulations etc. But these words are not used in the Act then a question 
arises what are the market abuses? The Act provides that market abuse is a 
behaviour which'^: 
• Is based on information that is not generally available to those using the 
market but which, if available to a regular user of the market would or 
would be likely to be regarded by him as relevant when deciding the 
" Section 90, Ibid 
'* Section 91 (1) (a) and (b). Ibid 
New securities meant securities which are to be offered to public in UK for the first time before 
admission to official list 
'* Section 84 (1) of FSM Act 2000 
" Section 118 (2) (a), (b) and (c). Ibid 
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terms on which transactions in investments of the kind in question 
should be affected. 
• Is likely to give a regular user of the market a false or misleading 
impression as to the supply of or demand for, or as to the price or value 
of investment of the kind in question and 
• Is behaviour that a regular user of the market would regard the 
behaviour as behavior that would, or would be likely to distort the 
market in investment of the kind in question. 
(b) Financial Services Authority 
After the enactment of the FSM Act, the Financial Services Authority is 
a single regulator for financial services in U.K. The aim of the Authority is to 
maintain market confidence, promote public understanding of the fmancial 
system, secure appropriate consumer protection and reduce financial crime.^ " In 
discharging these functions it required to observe certain principles of good 
regulation. These principles include economy and efficiency in the use of its 
resources, the position of the UK as an international center and need to be 
proportionate in its regulatory responses. 
(i) Powers of Financial Services Authority 
For the purpose of regulating the securities market the FSM Act 
entrusted various powers to the Authority, some of them are as follows: 
Regulatory Approach, from Internet 
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• The Authority has power to discontinue and suspend listing of securities 
if it satisfied that there are special circumstances that preclude normal, 
regular dealings in securities.*' The Authority while doing so must give 
written notice to the issuer of securities, informing him on the details of 
suspension and discontinuance such as its reasons, date on which the 
discontinuance or suspension took effect etc. The Authority must also 
inform the issuer about his rights. It gives Authority vast powers to 
suspend and discontinue trading where there are "circumstances which 
preclude normal regular dealing in them. What are those circumstances 
will be decided by the Authority itself 
• The Authority has power to investigate the contraventions of the listing 
rules and laws of the Act. For this purpose it may appoint one or more 
persons to conduct an investigation on its behalf 
• The Authority has power to impose penalty in cases of price abuses 
upon the person if it is satisfied that such person is or has engaged in 
market abuse or encouraged any other person/persons to engage in 
market abuses. The Authority instead of imposing the penalty on such 
person may publish a statement to the effect that he has engaged in 
market abuse.*^ 
• The Authority has power to regulate the investment firms like 
investment banks, large UK stockbrokers, independent financial 
*' Section 77 (1) of FSM Act 2000 
'^ Section 97 (1) and (2), Ibid 
" Section 123, Ibid 
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advisors etc. It also regulates the activities of professional firms such as 
lawyers and accountants who carry on mainstream investment business 
like providing direct advice on investment products.*^ Thus, not only the 
investment firms but also the professional firms come under the preview 
of its regulatory framework. 
• It also regulates and supervises the market and exchanges including 
clearing and settlement houses and other market infi^tructure providers. 
It conducts market surveillance and monitors transactions in securities 
markets. Presently, it recognizes and supervises eight recognized 
investment exchanges.*^ 
As discussed regarding listing of securities the Authority has been 
entrusted wide powers. 
Recapitulation 
From the above discussion, it is clear that in USA before 1933 there was 
no specific statute regulating the securities market. It was only after the market 
decline between 1929-33, the Securities Act 1933 was enacted which basically 
regulates the new issue of securities to public. The Securities Exchange Act 
1934 broadly prohibits and prevents the abusive corporate activities such as 
price manipulation, insider trading etc. in securities market. It regulates the 
trading of securities in stock exchanges or off the exchanges in over the coimter 
market. These two acts are major federal laws regulating the securities market 
** Supervision from Internet 
''Ibid 
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in USA, apart from these there are five other federal laws for the purpose of 
regulating the securities market as discussed. Beside these laws the states laws 
and SROs also regulates the securities market. 
For the administration and implementation of the federal laws there is a 
strong regulatory body i.e. SEC. It has four divisions and different officers. 
Their functions and duties are clearly divided. SEC has wide powers for the 
purpose of performing its duties however the functions are very balanced, SEC 
has power to investigate the violations of the laws in the securities market and 
if SEC finds any violations after investigation it can bring actions before ADJ 
or in any other appropriate court. ADJs are independent officers of SEC. On 
the other hand in India if SEBI satisfies after investigation it can suspend or 
cancel registration of the defaulters or it may appoint any person as 
adjudicating officer who is authorized to impose monetary penalties on the 
defaulters. Thus, SEBI has discretionary power to appoint any person as 
Investigating Authority or as adjudicating authority however, any officer below 
the rank of division chief cannot be appointed as adjudicating authority. In 
USA it is the courts, which describe the misconduct, identify rules and laws 
violated. The amovmt of penahies has also been decided by the courts. 
In UK recently enacted the Financial Services and Market Act, 2000 is a 
principal Act that deals broadly with market abuses, penalties etc. The 
Financial Services and Market Act, 2000 established regulatory authority i.e. 
Financial Services Authority. The goal of the regulatory authority is to 
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maintain efficient, orderly and clean financial markets and help retail 
consumers. The FSA has power to regulate the investment firms like 
investment banks, large UK stockbrokers and mdependent financial advisors. It 
also regulates the activities of professional firms such as lawyers and 
accountants who carry on mainstream investment business. It has power to 
investigate violations, to impose penalties etc. It also regulates and supervises 
the markets and exchanges including clearing and settlement houses and other 
market infrastructure providers. It conducts market surveillance and monitors 
transactions in securities market. At present, it supervises eight recognised 
investment exchanges. In UK FSA is the single regulator that regulates 
securities market, banking, insurance etc. 
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From what we have discussed so far, it is clear that securities market 
consists of primary and secondary market. The securities available to the public 
for the first time, are issued in the primary market. The primary market 
facilitates transfer of resources from savers to the users, actual resulting in 
actual utilisation of the saving funds for the purpose of economic growth of the 
country. The primary market performs various functions like origination, 
underwriting, distribution etc. Origination refers to the work of investigation, 
analysis and processing of new projects. Therefore, origination starts before an 
issue is actually floated in the market. Usually the merchant bankers perform 
these functions. They give their advice regarding the issue of securities. 
However, they do not guarantee the success of the issue, as it depends on the 
performance of the company. To avoid failure of the issue, companies have 
option to underwrite it. If the issue is underwritten, then the imderwriters take 
up the unsubscribed securities in case the public or the section to which 
securities are issued fail to subscribe them. In return the company promises to 
pay commission to the underwriters. Securities in a primary market may be 
issued through offer for sale, private placement, rights issues and public issues. 
It is looked after by many players in the securities market i.e. merchant 
bankers, underwriters, registrar to an issue, collecting and coordinating 
bankers, brokers etc. The company appoints them in accordance to its 
requirements or in compliance with statutory provisions. 
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The securities issued in the primary market are traded in the secondary 
market i.e. stock exchanges. Though, investors can buy securities in the 
primary market they cannot sell them. It is only through the stock exchanges 
that investors can sell their securities. Thus, the secondary market provides 
liquidity to investments. The secondary market enables investors to sell or 
purchase securities at fair prices. 
The functioning of securities market in India has shown many 
weaknesses, with long delays in settlement, lack of transparency in procedures, 
manipulation of securities prices, insider trading, poor liquidity, lack of control 
over brokers etc. 
Therefore, to coimter these shortcomings and deficiencies there is a strong need 
to regulate the securities market. 
In India, regulation of securities market was a pre-independent 
phenomenon. During the Second World War period, in the Defence Rules of 
India 1943, provisions were made to check the flow of capital into production 
of essential commodities. These rules, which were promulgated as temporary 
measures, continued after the war and culminated into the Capital Issues 
(Control) Act 1947. Under this Act an office of the controller of capital issues 
was also set up with the responsibilities of regulation of the capital issues in the 
country. 
With an aim to properly regulate the securities market, the Govt, of 
India set up a regulatory body i.e. SEBI in 1988, which became the statutory 
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after the enactment of SEBI Act 1992. SEBI is constituted of nine members 
including its chairman. The chairman of SEBI is appointed by the central govt, 
and may exercise all those powers, which can be exercised by SEBI. 
SEBI initially was entrusted very limited powers, which have been 
extended many times by different enactments. Prior to the amendment of SEBI 
Act, SEBI had power to regulate the business in stock exchanges, to register 
and regulate the market intermediaries, self-regulatory organizations etc. 
Initially, SEBI did not have powers to issue directions to the market 
participants, to impose penalties on defaulters and to adjudicate the matters. At 
that time SEBI was issuing directions to various intermediaries under the 
regulations framed by it, which were challenged by the parties in many cases. 
Consequently, Securities Laws (Amendment) Act 1995 was enacted 
which substantially amended SEBI Act 1992. The Securities Laws 
(Amendment) Act 1995 extended the powers of SEBI and authorized SEBI to 
issue directions, to impose penalties on defaulters, and to appoint adjudicating 
officer. Moreover the powers of civil court were also vested with SEBI. 
Further, SEBI (Amendment) Act 2002 authorised SEBI with more 
powers. Now SEBI is authorised to take interim measures i.e. while pending 
investigation and inquiry. It can suspend trading of any security in a stock 
exchange, restrain persons from accessing securities market etc. The powers 
exercised by SEBI can also be wielded by chairman of SEBI. In view of this 
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one may say that all these powers are vested in one person i.e. chairman of 
SEBI and there are great chances of misuse of these powers. 
SEBI, since its establishment, (especially after getting its statutory 
character as before SEBI Act it was not adequately empowered to deal with 
securities market) has made various reforms in the securities market, which 
have changed the condition of market to some extent. It prescribed regulations 
including code of conduct for almost each participants/ intermediaries of 
securities market. The regulations regulate the business of the 
participants/intermediaries. Violations of these regulations are subject to 
penalties in accordance with SEBI Act 1992. 
Apart fi-om SEBI, securities market in India is regulated by DCA, DEA 
and RBI. Though their ftmctions and responsibilities have been divided 
amongst them, they are not very clear at least not for common investors. 
However, the Indian securities market is not free from the abusive 
corporate activities and many problems still exist in securities market. SEBI's 
reforms are mainly on papers and it has failed to enforce them. There are 
regular attempts by securities market participants to manipulate the securities 
prices to their own advantage. Insider trading, excessive speculation etc. still 
exists in the market irrespective of the fact that heavy penalties are provided 
under SEBI Act 1992. SEBI's orders in many cases are challenged by the 
parties before SAT. SAT in most of the cases has either set aside the order or 
reduced penalties imposed by SEBI. 
278 
LxtncXuAion <uvd e>uaae&Uona 
As discussed, in the recent securities market scam, SEBI acted in 
accordance with the wishes of the stock exchange. SEBI though noted 
irregularities and violations of the rules and regulations in the workings of CSE 
it did not bother to take any action against defaulters. 
In USA there were no specific laws regulating the securities market 
prior to 1993. At that time the stock exchanges were regulated by their own 
rules and state criminal and civil laws. It was the market decline in USA during 
the period of 1929-33, which was the main reason for beginning of legal 
reforms in USA. Presently, there are seven statutes, which regulates the 
securities market as discussed in chapter sixth. However, the Securities Act of 
1933 and the Securities Exchange Act of 1934 are two principal statutes that 
substantially regulate the issue of securities and prohibit abusive corporate 
activities. 
The Securities Act of 1933 is basically a disclosure statute and 
sometimes referred as 'truth in securities' act. It mainly regulates the new 
securities offered to public. The Act requires that all offers or sale of securities 
should be made to the public in pursuance of the registration statement. The 
Act provides civil liabilities of damages if the securities are offered to public in 
violations of law irrespective of the fact that the securities are registered with 
SEC or not. 
The Securities Exchange Act 1934 regulates trading in existing 
securities. The main objective of this Act is to prevent unfair and inequitable 
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practices related to securities trading. Section 9 and 10 of the Securities 
Exchange Act 1934 prohibit the manipulation of securities prices. These 
provisions apply not only to brokers and dealers but also to persons who 
directly or indirectly use the facilities of any national securities exchange. 
Further, section 16 prevents corporate officials from using inside information 
for the purpose of speculating in securities of their corporations. This Act also 
regulates proxy solicitations, use of credit in securities transactions etc. 
For the purpose of administering and enforcing the federal laws the 
Securities Exchange Act 1934 established SEC. It has responsibility to enforce 
all the federal acts and rules made there under. It has duty to prevent the 
violations of laws and rules by the issuers of the securities and the persons 
associated with the securities market. The Securities Exchange Act 1934 
provided various powers to SEC for the purpose of making it capable to 
perform its assigned responsibilities. It has wide powers to investigate the 
violations in he securities market. The SEC may compel the attendance of 
witnesses for the purpose of taking evidences while investigating the matters. 
If, after investigation the SEC finds that any violation of laws, rules has 
occurred it may bring an action before the Administrative Law Judge or in any 
other appropriate court. Administrative Law Judges are independent officers of 
the SEC. The SEC may also file a complaint with appropriate US courts, which 
describe the misconduct, identify the law and rules violated and also identiiy 
the sanction or remedial action that is sought by it. 
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UK, recently enacted the Financial Services Act, 2000 that deals broadly 
with market abuses, penahies etc. The Financial Services Act, 2000 
established regulatory authority i.e. Financial Services Authority. The goal of 
the regulatory authority is to maintain efficient, orderly and clean financial 
markets and help retail consumers. The FSA has power to regulate the 
investment firms like investment banks, large UK stockbrokers and 
independent financial advisors. It also regulates the activities of professional 
firms such as lawyers and accoimtants who carry on mainstream investment 
business. It has power to investigate violations, to impose penahies etc. It also 
regulates and supervises the markets and exchanges including clearing and 
settlement houses and other market infi^structure providers. It conducts market 
surveillance and monitors transactions in securities market. At present, it 
supervises eight recognised investment exchanges. 
At present, SEBI has almost similar powers to those of SEC in USA and 
FSA in UK. Though SEBI is adequately empowered to discharge its 
responsibilities and duties, it has failed to curb abusive corporate activities 
prevailing in the securities market. Moreover, SEBI's powers have been 
extended many a times, but the fact remains that it is not even exercising the 
powers that have been originally vested with it. SEBI has failed in leaving any 
deterrent effect on the offenders and defaulters of the securities market. 
Securities market still witnesses regular violations of laws, rules and 
regulations by the market participants and intermediaries. Making of 
regulations, rules and guidelines does not make any sense until and unless their 
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frequent violations by the intermediaries are not prevented. In nutshell, the 
working of SEBI during last ten years shows that it is not an enforcement 
agency and it has failed to enforce the laws, rules and regulations. It seems that 
SEBI's main task is to prescribe regulations, rules for the market participants/ 
intermediaries even if it does not seem willing to enforce them. 
Suggestions 
The securities market is still not free from abusive corporate activities 
and market witness regular violations of securities laws, rules and regulations. 
There are frequent attempts by the market participants to manipulate securities 
prices through circular trading or some other illegal means. SEBI, which is 
constituted particularly for regulation of securities market and investor 
protection, has failed to enforce the laws. However, it is promoting securities 
market on the pattern of international standard by introducing various reforms 
in the market but is not very successful in dealing with the defaulters and 
preventing the abusive corporate activities in the market. It has prescribed 
rules, regulations and guidelines for securities market and market participants. 
However, today securities market does not need clogging rules and regulations 
which will slow business, but a suitable machmery for quickly identifying and 
tracking down speculators who are indulging in malpractices, before 
irreparable damage is done to market. Thus, making rules, regulations and 
guidelines for the regulation of securities market and its participants does not 
make any difference until their violations are prevented. SEBI has failed in 
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leaving any deterrent effect on the market participants. However, it is not 
sensible to suggest that a new regulatory body.or super regulatory body should 
be constituted for this purpose but there are following suggestions for 
improving the functioning of SEBI as regulator of securities market in India. 
The Govt, should reconsider the independent character of SEBI. 
Presently, SEBI is not an autonomous regulatory body. There are various 
provisions under SEBI Act 1992 which suggest that it is working under 
complete and strict control of Govt. Excessive government control leads to 
lobbying, arbitrary decisions making corruption. SEBI is constituted of nine 
members, of which chairman and five other members are appointed by the 
Govt, as provided under section 4 of the Act. In this regard it is suggested that 
all the members of SEBI should be appointed by Govt, in consultation with the 
chief justice of India. 
Further, section 5 authorises central govt, to terminate the services of the 
members of SEBI including chairman at any time. It gives arbitrary powers to 
central govt, to terminate services of the members. Therefore, it is suggested 
that the chairman of SEBI should not be removed by Govt, unless on a ground 
of proved misbehaviour or incapacity after an inquiry by SC judge whereas 
other members should only be terminated only on the specified grounds under 
section 6 of the Act. 
The chairman of SEBI has been entrusted with wide powers and there is 
enormous chance of misuse of those powers. For this purpose it is suggested 
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that all the orders and decision should be taken or passed by a majority votes of 
the members present and voting. 
The post of Adjudicating Officer should be created within SEBI on the 
pattern of Administrative Law Judge in USA to adjudicate the matters. At 
present he is appointed by SEBI only if any investigation indicates that 
violations of the securities laws have been occurred. Qualifications for 
adjudicating officers should also be prescribed. Today Adjudicating Officer has 
been authorized broad powers, he can impose fine up to rupees 25 crores on the 
defaulters/ offenders. 
SEBI, should first cause confidence among the market participants and 
they must believe that it is working in a fair and impartial maimer. At present, 
most of SEBI's orders are challenged by the parties and SAT does not always 
agree with the market regulator. Recently, SAT set aside an order of SEBI 
against an investment arm of Swiss bankmg giant UBS. The order of SAT 
extended the already long list of cases where the tribunal did not agree with the 
market regulator. Prior to that in 2002, the SAT had set aside SEBI' s order 
banning Sterlite Videocon International and BPL from accessing the capital 
market for alleged price manipulation as discussed. Therefore it should work in 
an impartial manner. 
SEBI should be more sensitive to investor's needs and problems. The 
market's growth and healthy functioning depend on the confidence, which 
investors have in the market' s mechanism. Genuine investor's participation in 
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the market can be increased only by building his confidence that he will be 
effectively protected against market abuses and lapses. Such confidence 
continues to be weak in India despite the reforms made by SEBI so far. A 
national investors grievance cell should be formed to deal with the investor's 
complaints, as it will enable the investors to approach to a single institution for 
their problems. Currently, they have to approach to different regulators i.e. 
DCA, SEBI etc depending on the nature of their problems/ complaints. The 
national investors grievance cell should also be authorized to award 
compensation to investors. 
The investors should also come within the purview of SEBI. The 
investors / clients giving false information regarding their financial status 
should also be punished. Many a times they mention the wrong particulars in 
the registration form with the brokers. 
Under SEBI Act 1992 two alternative types of punishment for violations 
of the provisions of the Act in addition to prosecution and directions have been 
provided. They are suspension or cancellation of certificate of registration to be 
imposed by SEBI and monetary penalties to be imposed by an adjudicating 
officer to be appointed by SEBI. Therefore, if violation is assigned to an 
adjudicating officer, SEBI loses control over the case and the adjudicating 
officer decides the case on merit. The adjudicating officer can at best impose 
monetary penalty even if he finds that the violation really warrants suspension 
or cancellation of registration. Similarly, if SEBI initially considers a case for 
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suspension or cancellation, it cannot impose monetary penalties even if it 
concludes that the violation warrants monetary penalties. This happens because 
SEBI does not have power to impose monetary penalty and the adjudicating 
officer does not have the power to suspend or cancel a certificate of 
registration. Thus, adjudicating officer should also be authorized to award 
suspension and cancellation of registration certificates. 
SEBI should be authorized to impose penalties on stock exchanges for 
different types of violations. As of now SEBI can only withdraw recognition / 
cancel registration if the stock exchanges are not working in accordance with 
the provisions of law. However, some times the violations may not warrant 
such extreme punishment therefore, it is desirable, to empower SEBI to impose 
monetary penalties on erring stock exchanges. 
Today, apart fi-om the Companies Act 1956 the securities market is 
governed by the provisions of S C (R) Act 1956, SEBI Act 1992 and various 
rules, regulations, notifications made thereunder and Depositories Act 1996 etc. 
leaving alone the compliance aspect, even in administering of these provisions, 
there arises an urmecessary duplication. Therefore, there is an urgent need to 
bring about a comprehensive law integrating the different provisions in 
different statutory enactments into one unitary law. Similarly, the securities 
market is regulated by many regulators i.e. SEBI, RBI, DCA, DEA, ROC etc 
and moreover, the statutes do not provide for the regulatory coordination or 
sharing information among them on day-to-day basis. Therefore, as a first 
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endeavour, SEBI should be given its autonomous status as discussed and 
thereafter it should be the only authority for the regulation of the securities 
market. 
As revealed in table 1.9 there are 233 cases pending for investigations. It 
may cause hardship to persons under investigation therefore, a period should be 
prescribed within which investigations should be completed. 
Securities market supervision is labour intensive and relies for success 
on the commitment, judgment and skill of the personnel involved. Conferring 
additional powers on SEBI would not make much difference unless it has right 
quality and quantity of people to administer the Act. It presently has 217 
officers and 147 staff members at different braches that is not sufficient in view 
of the duties and responsibilities it has to perform. The staff strength at SEBI 
should be increased to meet the challenges and rigors of administering 
securities market. 
287 
Jj4mlo<vumJW 
^AiMliowuuiJn^ 
Books 
Aggarwal Sanjiv 
Ananthana K.S. 
Arya P.P. And 
Tondan B.B. 
Bagrial Ashok K. 
Baig Nafees 
Bhalla V.K. and 
Tuteia S.K. 
Bhandari 
Investor's Guide to Stock Market, 1994 Edition 
Lectures on Company Law And MRTP, 1998 
Edition 
Economic Reforms in India 2003 Edition. 
Company Law, 4'* Rev. Edition 1982 
Company Law and Secrtarial Practice, 1990 
Edition 
Investment Management: Security Analysis and 
Portfolio Management 
Guide to Company Law Procedures, 13' Edition 
1996 
Blume Marshal E. And The Complete Guide to Investment Opportunities, 
Friedman Jackup. 1984 Edition 
Briston R.J. The Stock Exchange And Investment Analysis,!^ ' 
Edition 1970 Capital Issues Control Act-A Manual 
Dr. Aganvala Kamlesh Bull, Bears And The Mouse: Introduction to Online 
N. Agarwala Deeksha Stock Market Trading, r' Edition 2000. 
Dr. Dhankar J.N. 
Dr. Sahni SK 
Dr. Sharma K.K.,Dr. 
Agganval R.K. 
Dr. Gupta B.C. and 
Dr. Sharma N.M. 
Pricing of Securities in the Indian Stock Market, I 
Edition, 1994 
Stock Exchange in India: Practices, Problems 
Prospects l" Edition 1985 
Issues in Capital Market I Edition, 1994 
288 
GDiouooMpmir 
Farwell Leffler 
Ford HAJ 
French Derek 
Gopalaswamy N. 
Gopalaswamy N. 
The Stock Market, 3"^ Edition 1963 
Principles of Company Law 4"' Edition J 986 
Blackstone 's Statutes on Company Law, T"* Edition 
2003-2004 
Inside Capital Market 
Corporate Governance: The New Paradigm, T' I 
Edition 1998 
Gorden E., Natrajan K. Capital Market in India I Edition, 1999 
Graham and Dodd Security Anlysis, 3'^'^ Edition 1951 
UK Company Law. 1999 Edition 
India's Stock Market Crises Edition Jan. 1997 
Grier Nicholas 
Gupta L.C. 
Gupta L.C. 
Iyer V. L. 
Kohn Meir 
Levich Richard 
Morrison Alan B. 
Morrison Alan B. 
Neelamegam R. 
Srinivasan R. 
Stock Exchange Trading in India, I Edition 1992 
Indian Securities Market: A Review, Sept. 2000 
Edition 
Taxman's SEBIPractice Manual 2001 Edition. 
Financial Institutions And Markets 1999 Edition 
Reprint 2003 
Emerging Market Capita Flows, 1998 Edition 
Fundamentals of American Law 
Fundamental's of American Law, 1996 Edition 
Nabhi's Manual of SEBI- Guidelines On Capital 
Issues Merchant Banking And Mutual Funds 
National Stock Exchange: Info-Bank, 1994 
Investor's Protection: A Study of Legal Aspects 
289 
QtilLLoMOMM 
Patel Alpesh 
Pratten Cliff 
Prof. Taneja Satish 
Robbins Joel Editor 
Robbins Sidney 
Rothore,Sliiriii 
Kumar Muneesh, 
Gupta Amitabh 
Shanbhoge K.V. 
Ganesan K. 
Trading Online, T^ Edition, Reprint 2003 
The Stock Market 
Venture Capital in India 2002 Edition. 
High Performance Futures Trading, 1989-90 
Edition 
The Securities Market:Operations And Issues 1^' 
Edition 1996 
Indian Capital Market: An Empirical 
Study, 1" Edition 2003 
Guide to Capital Issues A Listing, 
2^^ Edition 1987 
Shanbhogue K.V. 
Ganeshan K. 
Sharpe William F. 
Alexander Gorden J. 
Bailey Jeffery V. 
Sinha SLN 
Sur A.K. 
Suryanarayan R. 
Varadarajan V. 
Sutton David 
Guide to Capital Issues And Listing 
2^ Edition, 1987 
Investments, 1999 Edition. 
The Capital Market of India l" Edition I960 
The Stock Exchange - A Symposium Calcutta Stock 
Exchange Association 1908-1958 
SEBI- Law, Practice And 
Procedure, 2003 Edition 
Basics of Stock Market Investing 1989-1993 
Edition 
Veena D.R. 
Vijay Malhotra Sagar 
Vinayakam N. 
Stock Market in India 1990 Edition 
Determinants of Share Prices In India, V Edition 
1994 
A Profile of Indian Capital Market 21 Edition 1994 
290 
&Diouoq«aaKu 
Vohra, N.D. 
Bagri B.R. 
Willet Edward R. 
Yasaswy N.J. 
Futures And Options T^ Edition 2003 
Fundamentals of Securities Markets 1968 Edition 
Stock Market Analysis: Intelligent Investor, r' 
Edition 1994 
Journals And Articles 
Agarwal G.D. 
Aggarwal Sanjiv 
Aggarwal Sanjiv 
Awasthi Sanrabh 
Babu Suresh D. 
Baijal Sonia 
Chakravarty Padmaja 
Chalam Gopal 
Chalam Gopal 
Chandratre R.K. 
Chitale Rajendra P. 
Bad Deliveries in Stock Market Corp.LAdv.1995, 
Vol.19 
Reforms in Transfer process, C.S. July 1998 
Scripless Trading: Regulation And Avenues, C.S. 
March 2000. 
Whose Interest is SEBI Protecting Anyway, 
Comp.LJ. 2002. Vol. 2 
possibility of Hardship to Investors as a Result of 
the S.C. 's Judgement in Rishyashringa Jewellary's 
Case, Corp.L.Adv.l996 Vol. 21 
Regulatory Framework For Capital 
Market: An Emerging Issues And 
Chalenges,3(f^ National Convention of 
Comp. Secretaries, Nov. 13-15, 2002 
Jurisdictional Conflict Between Reserve Bank of 
India and SEBI, Comp.LJ 2002, Vol.4 
How's And Why's of OTC Exchange Trading, 
Comp. LJ 1993, Vol.3 
SEBI And Investor Protection: Role Of Company 
Secretaries, CS A ug2001 
Obligations of Private Companies Under Capital 
Issues Control Act Comp. LJ. 1985 Vol. 3 
Regulatory Framework for Securities Market, C.S. 
Oct. 1995 
291 
cOiouoq«apnu 
Dr. Chadratre K.R. 
Dr.Chandratre K.R. 
Dr.Chandratre K.R. 
Dr. Israni S.D. 
Dr. Narang S.P. 
Dr. Sarkar A.K. 
Dr. Sarkar A.K. 
Disclosures Required for Investor Protection, Corp. 
L Adv. May 1993, pi 9-21 
Legality and Applicability of SEBI Guidelines, 
Comp L.J. 1992,Vol.2 
Scope of Securities Act - Applicability to Unlisted 
Public Companies, Corp.L. Adv. Vol. 18, P. 115-120 
SEBI Act Amendment Ordinance- More Teeth to 
SEBI, comp. L.J. 1995, Vol. 2 
Companies Bill, 2004 an Attempt to Simplify and 
Rationalise the Companies Act, C.S. Sep. 2004 
SEBI's Regulatory Role in Strengthening Capital 
Market And Fastening Investor Protection, C.S. 
Aug. 2001 
Indian Capital Market: New Dimensions, C.S. 
Sep. 1994 
What Ails the Indian Capital Market, C.S. Feb. 
1996 
Goswami Delep 
Gupta Arindam and 
Kundu Debashis 
Kankitaraman S. 
Kesavan A.C. 
Keshan M.D. 
Investor Protection: How Effective is the SEBI, 
Corporate Law Advisor 1995 Vol.15 
Transformation of the Indian Capital 
Market- Its Management, C.S. Aug.2004 
Why Not an Independent Appellate Authority, 
C.S.Nov.2000 
Indian Securities Market: A Review, Sep. 2000, NSE 
SEBI and CCL No Structural Difference, 
Comp.L.J.1992. Vol.3 
Free Transferability of Shares, Comp.L.J. 1988 
Vol. 1 
Kini U.V. 
Kotian A.G. 
Handling of Investor's Grievances Concerning a 
Public Issues: Companies Woes, C.S. Oct. 1994 
An Investor's Dilemma, C.S. Nov. 1995 
292 
tOi£&o^ |«<ipnij' 
Krishnan R. 
Kumar Naresh 
Kumar Vijay and 
Singh Nidhi 
Mishra Harsh 
Morse Geoffrey 
M.S.Sahoo 
Nair T.R.C. 
Investor Servicing: Some Thoughts Comp. 
LJ.1989, VoU 
Salient Features of Depository System and 
OTCEI's Possible Role in it Corp. L. Adv. 1995 
Vol.19 
Emerging Global Markets: The Need 
for Hamonisation, C.S. Aug.2004 
Green Shoe Options: Managing Volatility in the 
IPO Market, C.S Nov. 2004 
Companies Securities Regulation in UK, Corp. L. 
Adv. Vol.161995,P.l30-135 
An Overview of the Securities Market Inlndia,3(/ 
National Convention of Comp. Secretaries, 
Nov.13-15, 2002 
1990: Investor Protection Year, Comp. L.J. 1991, 
Vol.1 
Narayanaswamy T.V. Demat of Shares and Stamp Duty Implications, C.S. 
Nov.2004 
Naranaswamy T.V. 
Narayanaswamy J.V. 
Pandey Prkash 
Pandey Prakash 
Putty Sudheendhra 
Raghuraman G. 
Diarchy Hampers the Capital Market C.S. Aug. 
2004 
SEBI-A Boon to Investors. C.S. Aug.2001 
Insider Trading Regulations, C.S. Aug 2004 
Ombudsman - An Alternative Mechanism for 
Investors in Securities Market, C.S. Oct. 2004 
SEBI Ombudsman Regulations, 2003: An Analysis, 
C.S Feb.2004 
Company Law and Its Reformation: Some 
Thoughts, Comp. L.J. 1987, VoU 
293 
wiouocMEopfta 
Raj pal L.L. 
Raj pal L.L. 
Ramanathan S. 
Rao Bhujana p. 
Rao Prahlada D.K. 
Rao Prahlada D.K. 
Companies Bill 1997 and the Capital Market, Corp. 
L Adv. Oct. (2) 1997 Vol. 27 
Securities Laws (Amendment) Ordinance 1995: 
SEBIno more a Toothless Tiger, Corp. L. Adv. 1995 
Vol.16 P. 117-125 
Custodian Services in the Securities Market: More 
of Risk Management than Safekeeping, CS. 
Sep. 1994 
Transferability- Marketability Conundrum: Does 
Kinetic Honda Motors Ltd. Lay Down Correct Law 
CS May 1996 
A Critical Appraisal of Attempts to Re- Codify 
Company Law, CS. Sep. 2004 
Transferability Versus Marketability of Corporate 
Securities, CS. Dec. 1995 
Research Bureau C.L.J. Corporate Laws: A Year - End Update on 
Important Developments of 1991, Comp. L.J. 1991, 
Vol.3 
Research Bureau CLJ 
Sadhale Vivek 
Sahoo M.S. 
Sahoo M.S. 
Sahoo M.S and 
Rath Prabhas K. 
Santhanam R. 
Santharam R. 
SEBL Some Aspects, Comp. L.J. 1989, Vol. 1 
Online Issues of Shares, CS. May 2002 
Forward Trading in Securities in India, CS. July 
1999 
Improving Institutional Mechanism and Trading 
Practices in Our Stock Market, CS. May 
2001,Vol.XXXI 
Who Moved My Cheese (The Story 
of Stock of India) Exchange C.S.Nov. 2004 
Control of Companies by CLB Through Inspection 
and Investigation Comp.L.J.1989 Vol.1 
SEBI (Amendment) Act 2002 and Its Implications, 
Comp. L.J. 2003, Vol.2 
294 
cDlouoauipntt 
Shah B.J. 
Sharma L.M. 
Sharma L.M. 
Shinali Jaideep 
Sridhar J. 
Srinivasan K. 
Venkaraman S. 
Venkat 
Venkat 
Vyas Amit K 
Capital Issues Control and Private Limited 
Companies, Comp. L.J. 1985 Vol. 2 
Investor's Must Be Protected From Unscrupulous 
Operations in the Secondary Market, Comp. L.J. 
Powers and Jurisdiction of CLE, Comp. L.J. 1995, 
Vol.2 
OTC Exchange of India, C.S. July 1993 
SEBI's Role In Enhancing the Image Of Indian 
Corporate Sectors C.S., Aug. 2001, VolXXXI 
Keeping Pace With the Law: Changes in Securities 
Laws, Corp. L. Adv. Dec. 1991. Vol. 35 
Capital Issues Liberalisation and the Cobweb of 
Rule 19(2) (b) of SCR Rules, C.S March 1993 
Issues of Securities - Govt. Guidelines, Comp. L.J. 
Sep 1984 Vol. 3 
Procedure for Listing of Shares on A Recognised 
Stock Exchange, Comp. L.J. Sep. 1984 Vol.3 
SEBI's Investor protection Role Undermined by the 
Proposed Company Bill of 2000 Comp.L.J200I, 
Vol.1 
Vyas Amit K. 
Vyas Amit K. 
Status of Corporate Governance in India: Move 
Hype and Lesser Action Comp. L.J. Feb, 2002, 
Vol.1 
The SEBI (Central Listing Authority) Regulations: 
New Horizons for Listing of Securities, C.S. Feb. 
2004 
Wadhwa V.P. Functions of Depositories and Market Deficiencies 
they are expected to Reduce, Corp. L. Adv. 1995 
Vol.19 
Reports 
Chandrasekaran Committee Report on Share Transfer Procedures, 
1997,3 Comp L.J 
295 
cOloHocMopna 
Dave Committee 
G.P. Gupta Committee 
G.S. Patel Committee 
Irani Committee 
Report on Infrastructure for Capital Market 
1997, 4 Comp. LI 
Report on Market Making, 1998 
Report of the High Powered Committee on 
Stock Exchange Reforms, 1985 
Report on Company Law, 2004 Com. Cases 
Vol 125, 2005 
Joint Parliamentary Committee Report on Stock Market Scam and Matters 
Relating Thereto, 2002 
Justice Dhanuka Committee Report on Review and Reforms of Securities 
Law, 1998, 4 Comp. L.J. 
Malegam Committee Report on Disclosure Requirement in 
Offer Document, 1995 
Nraresh Chandra Committee Report on Corporate Governance 
2002 
Sachar Committee Report of the High Powered Expert 
Committee on Companies and MRTP Acts, 
1978 
Sastri Committee Report of the Companies Act, Amendment, 
1957 
SEBI Annual reports 1992 - 2003 
Newspapers 
The Hindu, Business Review, 
Monday, Feb.21,2005 
The Hindu, Sunday, Aug 21,2005 
A Supreme Regulator? 
Non - Compliance with corporate 
governance to attract daily penalty 
296 
cOiouoqcopnu 
The Times of India, Friday, Sep.23 Wake up to corporate crime 
2005 
The Times of India, Oct.3, 2005 Boon time for online trading 
Statutes, Rules and Regulations: 
The Bombay Forward Contracts Control Act, 1947 
The Bombay Securities Contract Act, 1925 
Indian Companies Act, 1956 
Companies (Amendment) Act, 1999 
Indian Contract Act, 1872 
Capital Issues Control Act, 1947 
Depositories Act, 1996 
Securities Contract (Regulation) Act, 1956 
Securities Exchange Board of India Act, 1992 
Securities Exchange Board of India (Amendment) Act, 2002 
Securities Laws (Amendment) Act, 1995 
Securities Laws (Amendment) Act, 1999 
Securities Laws (Amendment) Ordinance, 2004 
Defence of India Rules-94(c) 
Securities Contract (Regulation) Rules, 1957 
SEBI (Merchant Bankers) Rules, 1992 
SEBI (Stock Brokers and Sub-Brokers) Rules, 1992 
SEBI (Underwriters) Rules, 1993 
SEBI (CLA) Regulations, 2003 
297 
vJuiottoocap.! 
SEBI (Merchant Bankers) Regulations, 1992 
SEBI (Ombudsman) Regulations, 2003 
SEBI (Prohibition of Fraudulent and Unfair Trade Practices Relating to 
Securities Market) Regulations, 1995 
SEBI (Prohibition of Fraudulent and Unfair Trade Practices Relating tc 
Securities Market) Regulations, 2003 
SEBI (Prohibition of Insider Trading) Regulations, 1992 
SEBI (Registrars to an Issue) Regulations, 1993 
SEBI (Stock Brokers and Sub-Brokers) Regulations, 1992 
SEBI (Underwriters) Regulations, 1993 
Banking Ombudsman Scheme, 1995 
Foreign Statutes 
Financial Services and Markets Act 2000 
Investment Advisers Act 1940 
Investment Company Act 1940 
Sarbanes- Oxley Act 2002 
The Securities Act 1933 
The Securities Exchange Act 1934 
Trust Indenture Act 1939 
Public Utility Holding Company Act 1935 
Web sites 
http://uscode.house.gov/uscct.htm. 
http://www. sec.gov 
298 
http://www.sec.gov/about/laws/sa33.pdf 
http://www.sec.gov/about/laws/sea34.pdf 
http://www.sec.gov/about/laws/puhca35.pdf 
http://www.sec.gov/about/laws/tia39.pdf 
http://www.sec.gov/about/laws/ica40.pdf 
http://www. sec.gov/about/laws/iaa40.pdf 
http://www.sec.gov/about/laws/soa2002.pdf 
http://www.sec.gov/spotlight/sarbanes-oxley.htm 
http://www.secbd.0rg/http://www.secbd.0rg/ 
http://www.sebi.govt.in. 
http://www.fscc.gov.uk. 
http://www.sec.gov/about.shtml. 
http://www.law.uc.edu/CCL/33Act/index.html. 
http://www.law.comell.edu/uscode/15/ch2C.html. 
http://www. law.comell.edu/uscode/15/ch2 AschIII.html. 
http://www.law.uc.edu/CCL/InvCoAct/index.html. 
http://www.law.uc.edu/CCL/InvAdvAct/index.html. 
299 
